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SUMMARY   OF    RECOMMENDATIONS 

This    listing    serves   as   a  means  of  summarizing   the  recommendations 
contained   in  the  report  and  the  audited  agency's   reply. 


Recommendation  #1 

State  Board  of  Land   Commissioners  establish 
specific  quantifiable  objectives  for   resource 
development  projects. 

Agency   Reply:      Do  not  concur.      See  page  50. 

Recommendation  #2 
The  department: 

A.  Establish  procedures  to  allocate  resource 
development  administrative  costs  to  pro- 
jects. 

Agency   Reply:      Concur.      See  page  50. 

B.  Evaluate  actual   results  of  all   project 
investments  to  ensure  resource  devel- 
opment funds  are  invested   in   projects 
which  will   satisfy  the  statutory  goals 
of  the  program. 

Agency   Reply:      Concur.      See  page  50. 

C.  Develop  cost   recovery  policies  which 
will   ensure  a  full   recovery  of  invest- 
ments  in  a  timely  manner. 

Agency   Reply:      Concur.      See  page  50. 

Recommendation  #3 
The  department: 

A.  Utilize  resource  development  funds  only 
for  those  administrative  activities  relat- 
ing to  resource  development  projects  in 
accordance  with   state  law. 

Agency   Reply:      Conditionally  concur.      See  page  50. 

B.  Analyze  the  costs  charged  to  the  various 
programs  and  record  expenditures  in  the 
benefiting   programs. 

Agency   Reply:      Conditionally  concur.      See  page  50. 


Page 


SUMMARY  OF    RECOMMENDATIONS   (Continued) 

Page 

Recommendation  #4 

A.  The  State  Board  of  Land   Commissioners 
establish   by   rule  the  amount  of  money 
to  be  contributed   to   resource  develop- 
ment from  trust  land   revenues.  10 

Agency   Reply:      Do  not  concur.      See  page  50. 

B.  The  department  establish   accounting 
procedures  and   records  to  ensure 
projects  are  funded   in   compliance  with 

the   law.  10 

Agency   Reply:      Do  not  concur.      See  page  50. 

Recommendation  tt5 
The  department: 

A.  Introduce   legislation   which   would  trans- 
fer  responsibility  for  maintaining   deed 
records   from  the  Secretary  of  State  to 
the  individual  agencies  and  the  Depart- 
ment of  State   Lands.  13 

Agency   Reply:      Conditionally  concur.      See  page  50. 

B.  Establish   procedures  which  will   ensure 
records  concerning   state-owned   land 
are  complete  and  accurate  as   required 

by   state   law.  13 

Agency   Reply:      Do  not  concur.      See  page  50. 

Recommendation  #6 

.*.       The   Department  of  Administration 

account  for  gains  and   losses  on  bond 

swaps  as  completed  transactions   in 

the  year   incurred   in   accordance  with 

generally  accepted  accounting   principles.  14 

DT^oartment  of  Administration    Reply:      Do  not  concur.      See  page  52. 

°         The  Department  of  State   Lands  continue 
smortizing  gains  and   losses  on   bond 
swaps  when  determining  the  allocation 
of  investment  earnings  to  educational 
institutions.  14 

Agency   Reply:      Concur.      See  page  50. 
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Recommendation  #7 

The  department  analyze  the  federal   and 

private  revenue  fund   balances  to  determine 

the  proper  disposition  of  the  balances.  15 

Agency   Reply:      Concur.      See  page  50. 

Recommendation  tt8 

The  department  close  the  uncleared  collec- 
tions account  to  a  zero  balance  at  year-end.  16 

Agency   Reply:      Concur.      See  page  50. 

Recommendation  tt9 

The  department  seek  clarification  of  sec- 
tion 77-3-436,    MCA,   and  distribute  money 
received  for  oil   and  gas   leases  on   non-trust 
state  land  as  required  by   law.  17 

Agency   Reply:      Concur.      See  page  51. 

Recommendation  #10 

State  Board  of  Land   Commissioners  adopt 

procedures  which   will   ensure  default  notices 

are  issued  on  a  timely  basis   in   accordance 

with  the  statutes.  18 

Agency   Reply:      Conditionally  concur.      See  page  51. 

Recommendation  #11 

The  department  use  their  contingent   revolv- 
ing funds  only  for  obligations   requiring 
immediate  cash   payment.  18 

Agency   Reply:      Concur.      See  page  51. 

Recommendation  #12 

The  department  restrictively  endorse  all 

checks  at  initial   receipt.  20 

Agency   Reply:      Concur.      See  page  51. 

Recommendation  #13 

The  department  ensure: 

A.       The  property  control   coordinator  is 

notified  of  installment  purchase  and 

capital   lease  agreements.  21 

Agency   Reply:      Concur.      See  page  51. 
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B.  All  items  of  equipment  held  under  capital 
lease  and  lease  purchase  agreements  are 
properly   recorded  on   PAMS.  21 

Agency   Reply:      Concur.      See  page  51. 

Recommendation  #14 
The  department: 

A.  Define  responsibility  for  plant,    prop- 
erty,   and  equipment.  22 

Agency   Reply:      Concur.      See  page  51. 

B.  Ensure  that  proper  PAMS   reports  are 

distributed  to  the  property  coordinators.  22 

Agency   Reply:      Concur.      See  page  51. 

Recommendation  #15 

The  department  delete  obsolete  items   recorded 
on   PAMS  and  dispose  of  the  items   in  accor- 
dance with   surplus  property   regulations.  23 

Agency   Reply:      Concur.      See  page  51. 

Recommendation  #16 

The  department  affix   property  tags  on  equip- 
ment in  accordance  with   state  policy.  23 

Agency   Reply:      Concur.      See  page  51. 

Recommendation  #17 

The  department   record   its  excess  federal 

property  on   its   financial    records.  24 

Agency   Reply:      Concur.      See  page  51. 

Recommendation  #18 

The  department  work  with   the   Legislature, 

the  Office  of  Budget  and   Program   Planning, 

and  other  states  to  develop  fire  suppression 

funding  procedures  which  will   avoid  the 

necessity  of  supplemental   appropriations.  25 

Agency   Reply:      Conditionally  concur.      See  page  51. 
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Recommendation  #19 

The  department  establish  estimates  for  those 

expenditures  which  are  incurred  on  an  annual 

basis  and   utilize  the  state's  mechanism  for 

correcting  errors   in  estimates.  26 

Agency   Reply:      Concur.      See  page  51. 


INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Department 
of  State  Lands  for  the  two  fiscal  years  ended  June  30,  1983.  Our 
objectives  were  to:  (1)  determine  if  the  department's  financial 
statements  present  fairly  its  financial  position  at  June  30,  1983, 
and  the  results  of  operations  for  the  two  fiscal  years  then  ended; 
(2)  determine  if  the  department  complied  with  applicable  laws  and 
regulations;  and  C3)  make  recommendations  for  improvement  in  the 
management  and   internal   controls  of  the  department. 

In  addition  to  our  financial  compliance  audit,  we  performed 
limited  scope  performance  work  in  the  resource  development  program 
and  the  recording  of  fee  land  by  the  department.  We  addressed 
areas  of  the  resource  development  program  relating  to  administrative 
costs,  trust  fund  revenues,  funding  sources,  and  the  program's 
accounting  records.  Our  objectives  were  to:  1)  determine  the 
department's  compliance  with  statutes  relating  to  the  program,  and 
2)  determine  if  the  program  is  accomplishing  the  goals  established 
by  the  legislature. 

The  report  contains  19  recommendations  to  the  department. 
These  recommendations  address  areas  where  management,  internal 
control,  and  compliance  with  laws  and  regulations  can  be  improved. 
Other  areas  of  concern  deemed  not  to  have  a  significant  effect  on 
the  successful  operations  of  the  department  programs  are  not 
specifically  included  in  the  report,  but  have  been  discussed  with 
management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
cost  of  implementing  the  recommendations  made  in  the  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing the  recommendation. 

To  meet  federal  reporting  requirements  the  body  of  the  audit 
report  discusses  instances  of  noncompliance  with  federal  laws  and 
regulations,   and   any  associated  questioned   costs. 

We  thank  the  commissioner  and  his  staff  for  their  cooperation 
and  assistance  during  the  audit. 


Background 

The  Department  of  State  Lands  (DSL)  was  created  in  1927  and 
was  reorganized  in  its  present  form  by  House  Bill  258,  Laws  of 
1981.  The  Board  of  Land  Commissioners  is  constitutionally  created 
to  act  as  the  department  head.  The  board  consists  of  the  Governor, 
the  Superintendent  of  Public  Instruction,  the  State  Auditor,  the 
Secretary  of  State,  and  the  Attorney  General.  The  land  commis- 
sioner is  appointed  by  the  Governor  subject  to  Senate  approval, 
and  under  the  direction  of  the  Board  of  Land  Commissioners  serves 
as  the  chief  administrative  officer. 

Under  the  board's  direction,  the  department  is  responsible  for 
the  care,  management,  and  disposition  of  the  state  lands.  DSL 
also  collects  and  receives  all  moneys  payable  to  the  state  as  fees, 
rentals,  royalties,  interest,  penalties  or  payments  on  mortgages, 
purchases,     or    leases    of    lands    administered    by    the    department. 

The  department  employed  approximately  252  FTE,  and  spent 
$12,387,977  and  $11,684,160  in  fiscal  years  1981-82  and  1982-83, 
respectively.  Total  revenue  collected  during  fiscal  years  1981-82 
and   1982-83  was  $69,424,170  and   $57,100,151,    respectively. 

The  department's  activities  are  organized  under  the  five  divi- 
sions  listed   below,   each   headed   by  an  administrator; 

1.  Centralized  Services 

2.  Land   Administration 

3.  Reclamation 

4.  Forestry 

5.  Field  Operations 

The  Centralized  Services  Division  performs  the  overall  admin- 
istrative services  for  the  department.  The  division  processes 
trust  income  and  administers  surface  and  mineral  leases  for  school 
trust  funds.  Other  responsibilities  include  administration  of  grants 
from  the  Office  of  Surface  Mining  -  Department  of  Interior,  U.S. 
Forest  Service  -  Department  of  Agriculture,  and  private  sources. 
The  private  sources  provide  funds  for  preparation  of  environmental 
impact  statements  as  required  under  the  Montana  Environmental 
Policy  Act. 


The   Land   Administration   Division   is   responsible  for  the  appraisal 
and    classification    of   all    state    lands.      The   division's  objective  is  to 
obtain    the   greatest   revenue   for  the  trust  funds  commensurate  with 
the    preservation    of    the    resource.       The    division    also    administers 
mineral   leases  for  school   trust  funds. 

The  Reclamation  Division  regulates  all  mining-related  surface 
disturbances   in   the  state. 

The  department  assumed   responsibility  for  the   Forestry   Division 
from   the    Department   of  Natural    Resources  and   Conservation   begin- 
ning   July  1,     1981.       The    division     is     responsible    for    all    matters 
pertaining   to  state  timber   lands. 

The  Field  Operations  Division  is  responsible  for  operations 
carried  out  in  the  various  field  and  land  offices  throughout  the 
state. 

RESOURCE   DEVELOPMENT 

The  resource  development  program  was  created  in  1967  to 
derive  greater  revenue  from  trust  lands  and  to  increase  the  value 
of  the  state's  trust  land.  The  Congress  of  the  United  States,  by 
the  Enabling  Act  of  1889,  granted  to  Montana  for  common  school 
support,  sections  16  and  36,  in  every  township  within  the  state. 
In  addition  to  common  school  support,  the  Act,  and  subsequent 
acts,  granted  acreage  for  universities  and  other  educational  and 
state   institutions. 

The  resource  development  program  receives  a  percentage  of 
the  income,  not  to  exceed  T-z  percent,  from  the  state's  trust  land, 
to  fund   the  program.      The  account  was  created  as  follows: 

77-1-604.  Resource  development  account.  A  resource 
development  account  in  the  earmarked  revenue  fund  in 
the  state  treasury  is  created  to  be  used  solely  for  the 
purpose  of  investing  in  the  improvement  and  development 
of  state  lands  acquired  by  grant  or  foreclosure  in  order 
to  increase  the  revenue  to  be  derived  therefrom  for 
common  school  support  and  support  of  the  other  entities, 
institutions,  and  objects  for  which  the  lands  are  held  in 
trust.  Appropriations  from  the  account  shall  be  expended 
for  no  other  purposes. 


Trust    lands   are   developed    generally   through  agricultural   and 

range-related     projects,     such    as    waterspreading,  irrigation,     land 

leveling,    stockwater    wells,    and    range    renovation.  These   projects 
satisfy   the   requirements  of  the  statute: 

77-1-605.  Types  of  developments.  The  developments 
contemplated  may  include  those  projects  that  will  develop 
or  conserve  the  various  state  land  resources,  including 
water,  both  surface  and  underground,  grazing  land, 
agricultural  land,  and  timber  land  to  the  benefit  of  the 
state.  They  may  also  include  expenses  necessary  to 
perfect  title  to  lands  claimed  by  the  state  which  are 
suitable  for  development  and  other  expenses  or  costs 
which  in  the  judgment  of  the  board  are  desirable  or 
necessary  in  order  to  develop  or  increase  the  value  of 
the  land  or  the  revenue  therefrom. 


The  moneys  generated  by  these  projects  are  returned  to  each  trust 
fund.  Each  year's  unexpended  program  funds  are  invested  in  the 
short-term  investment  pool  for  the  benefit  of  the  resource  develop- 
ment account. 

The  state's  financial  contribution  to  a  resource  development 
project  varies  depending  on  the  cost-share  policy  for  each  project 
type.  Lessees  are  required  to  contribute  a  percentage  of  the 
project  cost.  Resource  development  projects  are  proposed  by 
lessees,  reviewed  by  the  resource  development  staff,  and  submitted 
to  the  Board  of  Land  Commissioners  for  approval.  The  board  has 
approved  funds  for  approximately  182  projects  since  the  program's 
inception     in     1967.       Of    these    projects    143    have    been    completed. 

Traditionally  the  board  approves  certain  projects  related  to 
agricultural  and  range  land  improvements.  The  department  has 
established  written  policies  concerning  funding  and  the  major 
objectives  of  irrigation,  stockwater  development,  range  renovation, 
and  saline  seep  projects.  The  board  has  funded  95  percent  of  all 
requested   projects  from   these  four  types. 

In  June  1983,    a  memo  from  the  Office  of  the   Legislative  Auditor 
to    the    Legislative    Audit    Committee    recommended    a    study    of    the 
resource     development    program    be    included     in    the    1983    biennial 
financial/compliance   audit.      The   issues    included    in    the  study  were 


administrative  costs,  trust  fund  revenues,  resource  development 
funds,  and  accounting  records  of  resource  development.  In  the 
following  sections  we  discuss  the  results  of  our  audit  and  make 
recommendations   regarding   program  management. 

Goals  and  Objectives 

The  statutes  discussed  in  the  previous  section  provide  overall 
goals  for  the  resource  development  program.  The  State  Board  of 
Land  Commissioners  has  not  provided  the  department  with  specific 
program  objectives.  Without  specific  quantifiable  objectives,  it  is 
difficult  for  the  board  or  the  department  to  evaluate  the  results  of 
investment  in  development  projects  on   state   land. 

The  board  should  establish  objectives  which  quantify  the 
anticipated  improvement  and  development  of  state  lands.  For  those 
resource  development  projects  which  are  designed  to  increase  the 
revenue  to  the  state  trust  lands,  objectives  should  include  the 
minimum  required  rate  of  return  for  project  investments.  In  some 
instances,  however,  it  may  be  difficult  to  quantify  objectives  for 
projects  which  develop  or  conserve  state  land,  such  as  with  water 
rights  or  the  perfection  of  title.  The  board  should  work  with  the 
department  to  establish  prescribed  objectives  which  can  be  used  to 
evaluate    the    effectiveness    of    the    resource    development    program. 

RECOMMENDATION  #1 

WE   RECOMMEND   THE  STATE   BOARD  OF   LAND   COMMISSIONERS 
ESTABLISH       SPECIFIC       QUANTIFIABLE       OBJECTIVES       FOR 
RESOURCE   DEVELOPMENT    PROJECTS. 


Investment  in  State   Lands 

The  department's  policy  for  recovering  the  state's  investment 
in  resource  development  projects  includes  charging  Ihe  lessee  an 
additional  rental  amount  until  the  direct  project  cost  has  been 
recovered.  The  recovery  periods  established  by  the  department 
extend  10  to  50  years.  The  additional  charge  is  then  dropped  and 
the  lessee  resumes  making  the  original  lease  payments  established 
in  the  lease  agreement. 
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We  selected  a  sample  of  three  projects  to  determine  the  timeli- 
ness of  the  investment  recovery  and  to  determine  the  actual  rate 
of  return  on  the  investments.  Projects  selected  for  review  were 
typical  of  the  types  of  projects  undertaken  by  the  department. 
They  were  approved  by  the  board  during  the  period  1970  through 
1978.  Projects  during  this  time  period  were  selected  because 
enough  historical  data  was  available  to  evaluate  the  actual  collections 
on  the  investments.  The  following  schedule  indicates  the  investment 
amount  and  the  payback  for  the  three  projects  we  reviewed. 


Stock 
Water  Project 

Range 

Renovation 

Project 

$4,353 

Irrigation 
Well  Project 

Investment  amount 

$2: 

,500 

$29,213 

OLA  calculated  payback 
in  years  " 

74  -^'-- 

20 

^^^ 

Department  calculated 
payback  in  years 

50  ■'^'-- 

11.2 

14 

These   figures    include   inflation   factors 

These   figures   assume   an  average  payback   of   $50  per  year 

The  department  may  not   recover   its    investment   for   this   project 


Typical  stockwater  project  investments  are  recovered  at  a  yearly 
rate  of  12  animal  units  month  (AUM)  per  640  acres.  Assuming  the 
ADM   rate  remained  constant,    this   recovery  may   be  less  than  $50/year. 

The  department  does  not  consider  or  include  the  costs  of 
administering  the  resource  development  program  or  inflation  factors 
when  determining  the  additional  rental  to  be  charged.  Because  the 
department  did  not  keep  adequate  records  to  determine  how  adminis- 
trative costs  should  be  allocated  to  individual  projects,  the  payback 
period  shown  in  the  schedule  above  does  not  take  into  account 
factors  for  administrative  costs. 

The  department  may  not  recover  its  investment  for  the  irriga- 
tion well  project  which  we  reviewed.  The  lessee  paid  a  flat  fee  for 
this  project  and  the  department  did  not  include  inflation  factors  or 
administrative    costs    in   the   amount   invested.      The   department   has 


since  changed  its  policies  regarding  irrigation  projects.  It  now 
charges  a  flat  fee  or  a  one-fourth  crop  share  whichever  is  greater. 
This  policy  change  should  increase  the  revenue  generated  from 
irrigation  type  projects. 

Department  officials  indicated  irrigation  projects  are  primarily 
intended  to  produce  additional  revenue  for  the  resource  development 
program.  They  also  indicated  stockwater  projects  are  primarily 
designed  to  increase  the  value  of  the  land  rather  than  raise  revenue 
for  the  trust  funds.  However,  because  the  department  has  not 
established  procedures  for  evaluating  the  actual  rate  of  return 
experience  with  projects,  it  cannot  determine  whether  it  has  made 
an  investment  which  will  increase  the  value  of  the  land  or  the 
revenue  derived  from  the  land. 

We  attempted  but  were  unable  to  determine  actual  returns  on 
investments  because  the  administrative  costs  recorded  could  not  be 
distributed  to  projects  in  a  reasonable  manner.  The  bureau  cannot 
determine:  1)  the  true  cost  of  the  projects,  or  2)  whether  projects 
with  high  estimated  returns  are  funded.  Administrative  costs  of 
projects  may  be  higher  than  the  amount  of  revenues  resulting  from 
many  projects. 

RECOMIVIENDATION   #2 

WE    RECOMMEND   THE   DEPARTMENT: 

A.  ESTABLISH  PROCEDURES  TO  ALLOCATE  RESOURCE 
DEVELOPMENT    ADMINISTRATIVE    COSTS    TO   PROJECTS. 

B.  EVALUATE  ACTUAL  RESULTS  OF  ALL  PROJECT  INVEST- 
MENTS TO  ENSURE  RESOURCE  DEVELOPMENT  FUNDS 
ARE  INVESTED  IN  PROJECTS  WHICH  WILL  SATISFY  THE 
STATUTORY   GOALS   OF   THE    PROGRAM. 

C.  DEVELOP  COST  RECOVERY  POLICIES  WHICH  WILL 
ENSURE  A  FULL  RECOVERY  OF  INVESTMENTS  IN  A 
TIMELY   MANNER. 


Program  Administrative  Costs 

Administrative  costs  relating  to  the  resource  development 
program  are  high  in  comparison  to  funds  spent  on  actual  projects. 
During  fiscal  years  1981-82  and  1982-83,  the  Resource  Development 
Bureau  had  four  full-time  equivalent  (FTE)  staff.  Over  the  past 
six  fiscal  years  the  bureau  spent  a  total  of  $1.6  million  as  detailed 
in  Table  1 . 


Resource  Development 
Program  Costs 

Administrative  Costs 

Personal  Services 

Operating  Expenses 

Drilling  and  Water  Right  Expenses 

Equipment 
Subtotal 
Direct  Project  Costs  Capital  Outlay 

Total  Costs 


TABLE  1 

Percent 

Fiscal  Years 

of  Total 

1977-78 

Program 

through  1982-83 

Costs 

$  652,524 

40% 

293,876 

18% 

:nses 

363,436 

22% 

5,152 
1,314,988 

0% 

80% 

lutlay 

330,299 

20% 

$1,645,287 

100% 

Source:      Compiled  by   the  Office  of  the  Legislative  Auditor. 


Some  administrative  costs  charged  to  resource  development  are 
attributable  to  other  programs.  These  costs  include  a  geologist's 
salary  and  his  related  operating  expenses.  The  Resource  Develop- 
ment bureau  chief  has  no  control  over  the  geologist's  activities. 
His  daily  responsibilities  typically  do  not  provide  direct  support  to 
the  resource  development  program.  The  geologist  usually  performs 
tasks  for  the  land  administration  program. 

The  Resource  Development  Bureau  is  part  of  the  Land  Admin- 
istration Division  but  receives  a  separate  appropriation.  The 
geologist's  salary  and  operating  expenses  are  funded  by  the  resource 
development  program  appropriation  and  not  the  benefiting  program. 
Department  personnel  stated  that  the  position  has  been  funded  by 
the  resource  development  program  since  its  creation.  However, 
the    duties    and    responsibilities    of    the    position    have    evolved    to   a 


point    where    it    would    be    more    appropriately    funded    by    the    land 
administration  appropriation. 

State  law  specifies  the  purpose  of  investing  in  the  improvement 
and  development  of  state  trust  lands  is  to  increase  the  revenue 
derived  from  the  land.  It  also  states  appropriations  from  the 
account  shall  be  expended  for  no  other  purposes.  The  department 
is  not  complying  with  the  law  because  payments  made  from  resource 
development  funds  relating  to  the  geologist's  salary  and  expenses 
do  not  directly  contribute  to  the  improvement  and  development  of 
trust  land. 

RECOMMENDATION   #3 

WE    RECOMMEND   THE   DEPARTMENT: 

A.  UTILIZE  RESOURCE  DEVELOPMENT  FUNDS  ONLY  FOR 
THOSE  ADMINISTRATIVE  ACTIVITIES  RELATING  TO 
RESOURCE  DEVELOPMENT  PROJECTS  IN  ACCORDANCE 
WITH    STATE    LAW. 

B.  ANALYZE  THE  COSTS  CHARGED  TO  THE  VARIOUS 
PROGRAMS  AND  RECORD  EXPENDITURES  IN  THE  BENE- 
FITING  PROGRAMS. 


Resource  Development  Funding 

Some  trust  accounts  are  unnecessarily  bearing  the  investment 
and  development  burden  for  developments  on  common  school  trust 
lands.  The  department's  accounting  records  are  not  sufficient  to 
document  compliance  with  section  77-1-606,  MCA,  which  requires 
that  moneys  in  the  resource  development  account  derived  from  the 
income  from  the  various  trust  lands  be  used  for  the  purpose  of 
defraying  development  costs  of  the  same  trust  land.  The  statutes 
also  state  the  Board  of  Land  Commissioners  may  transfer  funds 
between  trusts,  provided  the  board  approves  a  method  of  reimburse- 
ment. 

The  resource  development  program  has  not  received  any 
money  from  the  revenue  generated  from  the  common  school  trust 
account    even    though    at    least    half    of    the   projects   funded    by   the 


program  are  on  school  trust  land.  The  department  did  transfer 
7^2  percent  of  the  trust  land  lease  and  rental  revenue  from  the 
other  trust  lands  to  the  program. 

Because  the  transfer  from  the  common  school  trust  was  not 
made,  the  resource  development  fund  did  not  receive  the  entire 
amount  of  funds  to  which  it  was  entitled.  Resource  development 
fund  income  was  less  than  it  could  have  been  in  fiscal  year  1981-82 
by  $744,099  and   in  fiscal   year  1982-83  by  $510,626. 

According  to  state  law,  the  State  Board  of  Land  Commissioners 
is  responsible  for  establishing  rules  for  the  amount  of  money  to  be 
transferred  to  the  resource  development  fund.  The  maximum 
percentage  to  be  applied  to  trust  land  rental  and  lease  revenue  is 
7h  percent.       The    board    has    not    established    the    required    rules. 

The  department  records  all  resource  development  moneys  in 
one  responsibility  center,  and  the  source  of  the  receipts  is  not 
detailed  in  the  accounting  records.  Due  to  the  nature  of  the 
records,  the  board  has  no  way  of  knowing  whether  a  particular 
trust  has  enough  funds  available  to  pay  for  its  resource  development 
projects.  Department  personnel  indicated  that  they  do  not  consider 
a  strict  interpretation  of  the  statute  necessary  to  administering  the 
resource  development  program. 

RECOIVIIVIENDATION   #4 
WE    RECOMMEND: 

A.  THE  STATE  BOARD  OF  LAND  COMMISSIONERS  ESTAB- 
LISH BY  RULE  THE  AMOUNT  OF  MONEY  TO  BE  CON- 
TRIBUTED TO  RESOURCE  DEVELOPMENT  FROM  TRUST 
LAND    REVENUES. 

B.  THE  DEPARTMENT  ESTABLISH  ACCOUNTING  PRO- 
CEDURES AND  RECORDS  TO  ENSURE  PROJECTS  ARE 
FUNDED    IN    COMPLIANCE   WITH    THE    LAW. 


RECORDING   OF    LANDS 

The  Department  of  State  Lands  should  develop  a  single  land 
recording  system  which  meets  the  needs  of  users  of  state  land 
in  ormation. 
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Records  of  land  owned  by  the  state  of  Montana  are  currently 
maintained  on  three  different  property  systems.  These  systems 
are  the  Secretary  of  State's  file  of  deeds,  the  Property  Account- 
ability Management  System  (PAMS)  maintained  by  the  Department  of 
Administration,  and  the  Central  File  Index  maintained  by  the 
Department  of  State  Lands.  Information  filed  in  these  locations  is 
duplicative  and   results   in   increased  costs. 

Filing  of  Deeds 

Section  2-15-401,  MCA,  requires  the  Secretary  of  State's 
office  to  file  deeds  to  all  state-owned  lands.  The  office  has  no 
enforcement  authority  over  this  statute  so  it  must  rely  on  each 
agency  to  provide  the  ownership  records.  The  information  is 
infrequently  used  and  difficult  to  access. 

The  Secretary  of  State's  office  should  consider  introducing 
legislation  which  will  relieve  them  of  the  responsibility  for  filing 
deeds  of  state-owned  lands.  The  Department  of  State  Lands 
should  be  required  to  maintain  the  original  deeds  at  the  department, 
while  individual  agencies  should  file  copies  of  the  deeds  at  their 
business  offices. 

Property  Accountability  Management  System   (PAMS) 

PAMS  was  developed   by  the  Accounting   Division  of  the  Depart- 
ment of  Administration   in  order  to  provide  agencies  with  a  property 
accounting    system.      Accounting    Division    personnel    stated    that   not 
all   agencies   utilize   PAMS  to   record  their  land. 

As  discussed  in  the  section  concerning  the  data  base  land 
inventory  system,  agencies  should  utilize  the  data  base  as  a  sub- 
sidiary ledger  and  record  the  total  cost  of  land  in  their  primary 
accounting  records  at  year-end.  The  two  systems  should  be 
reconciled   to  each  other  to  facilitate  financial   reporting. 

Central    File   Index 

Section  2-17-123,  MCA,  requires  all  state  agencies  to  report 
their    land    holdings    to    the    Department    of    State    Lands.       Not    all 
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state   agencies    have    reported    their   land   holdings  to  the  department 
and,   therefore,    the  central   file  index   is   incomplete. 

Currently,  the  department  maintains  the  central  file  index 
manually.  The  system  is  arranged  by  legal  description;  this  is  the 
only  form  of  access  to  the  information  filed  at  DSL.  Department 
personnel  responsible  for  maintenance  of  the  file  estimated  they 
receive  between  200  and  300  inquiries  each  year  from  individuals 
requesting  land  information.  If  a  caller  is  requesting  extensive 
information  for  a  parcel  of  land  owned  or  administered  by  an 
agency  other  than  State  Lands,  the  individual  must  telephone  that 
agency. 

Data   Base   Land  System 

The  Department  of  State  Lands  is  currently  developing  a  data 
base  land  system.  This  system  will  be  able  to  capture  extensive 
information  regarding  land  holdings.  Information  input  will  include 
legal  description,  lease  information,  mineral  rights,  temporary  lease 
information,  ownership,  and  possibly  cost.  The  data  base  was 
designed  primarily  for  the  department  to  more  efficiently  monitor 
oil  and  gas  leases,  mineral  leases,  and  agricultural  leases.  Informa- 
tion currently  maintained  in  the  central  file  index  will  be  included 
in  the  data  base.  The  department  has  completed  input  of  land 
descriptions  and  the  system  will  be  operational  when  proof-of- 
ownership  studies  are  completed.  The  trust  land  management 
portion  of  the  system  should  be  operational  in  two  years.  The 
total  system  including  service  and  assistance,  regulation  and 
compliance,  and  internal  administration,  should  be  completed  in 
five  years. 

Department  personnel  stated  that  individual  agencies  have 
been  contacted  concerning  the  data  base  and  all  seem  favorably 
inclined  to  use  it. 

The  system  being  designed  will  provide  on-line  access  by 
department  personnel.  Controls  will  be  implemented  to  prevent 
unauthorized  access.  Agencies  would  be  allowed  to  access  the 
system   to   update   their   own    land   records,    thus  providing  the  state 
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of  Montana  with  a  workable  central   land   inventory  system.      Maintain- 
ing   a    central    land    system    should    result   in    a   cost   savings   due   to 
non-duplication  of  records. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  INTRODUCE  LEGISLATION  WHICH  WOULD  TRANSFER 
RESPONSIBILITY  FOR  MAINTAINING  DEED  RECORDS 
FROM  THE  SECRETARY  OF  STATE  TO  THE  INDIVIDUAL 
AGENCIES  AND  THE  DEPARTMENT  OF  STATE  LANDS. 

B.  ESTABLISH  PROCEDURES  WHICH  WILL  ENSURE  RECORDS 
CONCERNING  STATE-OWNED  LAND  ARE  COMPLETE  AND 
ACCURATE  AS  REQUIRED  BY  STATE  LAW. 


BOND  SWAPS 

The  Department  of  Administration,  Investment  Division,  is 
responsible  for  investing  state  funds  and  managing  the  investment 
portfolios.  The  division  operates  under  policies  established  by  the 
Board  of  Investments.  To  improve  investment  portfolios,  the 
board  sometimes  sells  one  security  to  provide  funds  for  the  pur- 
chase of  another  offering  a  higher  yield.  The  original  security  is 
often  sold  at  a  loss.  These  transactions  are  referred  to  as  "bond 
swaps. " 

The  Board  of  Investments  utilizes  the  deferral  method  when 
accounting  for  bond  swaps.  This  accounting  practice  is  not  in 
accordance  with  generally  accepted  accounting  principles  (GAAP), 
which  require  that  gains  or  losses  on  bond  swaps  be  recognized  in 
the  year  incurred   (completed  transaction  method). 

The   use   of   the   deferral    method    by   the    Board   of    Investments 
results   in   a  misstatement  on   the   Department  of  Slate   Lands'   account- 
ing   records.       The    following    schedule    details    the    results    of    bond 
swap  activity   during   fiscal   years   1981-82  and   1982-83. 
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SCHEDULE  OF  BOND  SWAP  ACTIVITY 
For   the  Two  Fiscal  Years  Ended  June   30,    1983 

Unamortized   Losses   June   30,    1981  $5,139,808 

Add   Loss   Incurred  During  Fiscal   Year   1981-82  4,423,565 

Less   Loss  Amortization  (828 ,315) 

Unamortized  Losses   June   30,    1982  8,735,058 

Add  Loss   Incurred  During  Fiscal  Year    1982-83  159,430 

Less  Amortized   Loss  (950,211) 

Unamortized  Losses,   June   30,    1983  $7,944,277 


Source:      Compiled  by  the  Office   of  the  Legislative  Auditor 

The  department  should  continue  to  use  the  deferral  method  of 
accounting  to  determine  the  amount  of  distributable  income  so  as 
not  to  permanently  impair  the  Trust  and  Legacy  Fund  corpus. 
However,  the  Department  of  Administration  should  account  for 
bond   swaps   in   accordance  with   GAAP. 

RECOMMENDATION   tt6 
WE    RECOMMEND: 

A.  THE  DEPARTMENT  OF  ADMINISTRATION  ACCOUNT  FOR 
GAINS  AND  LOSSES  ON  BOND  SWAPS  AS  COMPLETED 
TRANSACTIONS  IN  THE  YEAR  INCURRED  IN  ACCOR- 
DANCE WITH  GENERALLY  ACCEPTED  ACCOUNTING 
PRINCIPLES. 

B.  THE  DEPARTMENT  OF  STATE  LANDS  CONTINUE  AMOR- 
TIZING GAINS  AND  LOSSES  ON  BOND  SWAPS  WHEN 
DETERMINING  THE  ALLOCATION  OF  INVESTMENT 
EARNINGS   TO    EDUCATIONAL    INSTITUTIONS. 


FEDERAL  AND   PRIVATE    REVENUE    FUND   BALANCES 

Department  of  State  Lands'  method  of  accounting  for  federal 
and  private  moneys  granted  to  the  department  does  not  allow  for  a 
determination  of  ownership  of  the  fund  balances.  Federal  and 
private  revenue  funds  are  commingled  in  one  accounting  entity. 
The     accounting     entities     record     activity     in    the    following    areas: 
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1.  Environmental      Impact     Statements     which     are     privately 
funded; 

2.  Fire   protection  which   receives  federal   and   private  funds; 
and 

3.  Reclamation     projects    which    also    receive    federal     funds. 

Although  the  fund  balances  in  these  accounting  entities  have 
decreased  over  the  past  two  fiscal  years,  the  balances  at  June  30, 
1983  totalled  approximately  $200,000.  Federal  and  private  revenue 
accounts  should  not  have  a  fund  balance.  The  money  recorded  in 
these  entities  is  to  be  used  for  specific  projects  and  if  any  remains 
after  the  projects  are  completed,  it  should  be  returned  to  the  fund 
of  original   appropriation. 

For  example,  under  section  76-13-207,  MCA,  the  Department 
of  State  Lands  is  to  prepare  an  operating  plan  for  fire  protection. 
Total  costs  outlined  in  the  plan  are  paid  with  state  funds  and 
private  funds.  The  private  funds  are  received  from  assessments 
to  individuals  for  fire  protection  of  their  forested   lands. 

Since  statutes  require  non-General  Fund  money  to  be  spent 
first,  there  should  be  no  fund  balance  in  the  entity  recording 
receipt  and  expenditure  of  the  private  funds.  If  private  funds 
are  not  totally  used,  then  state  sources  are  paying  more  than  their 
share  and  therefore  should  be  reimbursed  to  the  extent  of  unused 
private  funds. 

We  were  unable  to  determine  what  portion  of  the  fund  balance 
is  attributable  to  federal  cash  receipts  and  what  amount  is  attribut- 
able to  private  sources.  If  state  General  Fund  money  were  used 
to  pay  for  services  that  were  later  reimbursed  from  federal  or 
other  sources,  some  of  the  fund  balance  may  be  owed  to  the  state 
General  Fund.  The  department  should  analyze  the  content  of  the 
$200,000  fund   balance  and  dispose  of  the  fund   balance  appropriately, 

RECOMIVIENDATION   #7 

WE  RECOMMEND  THE  DEPARTMENT  ANALYZE  THE  FEDERAL 
AND  PRIVATE  REVENUE  FUND  BALANCES  TO  DETERMINE 
THE    PROPER    DISPOSITION   OF   THE    BALANCES. 
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UNCLEARED   COLLECTIONS 

At  June  30,  1982  and  1983,  the  department's  uncleared  collec- 
tions totalled  approximately  $337,000  and  $466,000,  respectively. 
These  uncleared  collections  represent  moneys  received  during  fiscal 
year  1981-82  and  1982-83,  for  which  no  revenue  was  recognized. 
The  revenue  associated  with  these  receipts  is  recognized  in  the 
fiscal  year  the  department  determines  the  proper  revenue  class  and 
fund  for  the  receipt.  As  a  result,  revenue  is  understated  in 
fiscal  year  1981-82  and  overstated  in  fiscal  year  1982-83,  by  $4,726 
in  the  Special  Revenue  Fund.  Revenue  is  also  understated  by 
$23,870  and  $85,728  in  the  Special  Revenue  and  Nonexpendable 
Trust  funds,  respectively,  for  fiscal  year  1982-83.  Department  of 
Administration  Management  Memo  2-83-2  instructions  for  fiscal 
year-end  1982-83  indicate  the  uncleared  collections  account  should 
be  zero  at  post  closing. 

RECOMMENDATION   #8 

WE     RECOMMEND    THE    DEPARTMENT    CLOSE    THE    UNCLEARED 

COLLECTIONS   ACCOUNT   TO  A   ZERO   BALANCE   AT   YEAR-END. 


COMPLIANCE 

Revenue  from  Non-Trust  State   Land 

Moneys  received  from  oil  and  gas  leases  of  non-trust  state 
land  should  be  credited  one-half  to  the  state  General  Fund  and 
one-half  to  the  state  Permanent  Revenue  Fund  as  outlined  in 
section  77-3-436,  MCA.  The  department  has  not  been  distributing 
the  money  as  required  by  law.  The  receipts  have  been  recorded 
in  accounts  designated  by  the  agencies  owning  the  parcels  of 
leased  land;  accounts  so  designated  do  not  include  the  state  General 
Fund.  A  department  official  stated  that  the  MCA  does  not  clearly 
define  the  state  Permanent  Revenue  Fund.  This  fund  is  not 
described  in  the  state's  fund  structure.  He  also  said  approximately 
$103,100  and  $52,400  were  collected  from  oil  and  gas  leases  on 
non-trust     state     lands    during    fiscal    years    1981-82    and     1982-83, 
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respectively.      The   department's    procedures    may    result  in   a  diver- 
sion of  revenue  from  the  General    Fund. 

RECOMMENDATION   tt9 

WE  RECOMMEND  THE  DEPARTMENT  SEEK  CLARIFICATION  OF 
SECTION  77-3-436,  MCA,  AND  DISTRIBUTE  MONEY  RECEIVED 
FOR  OIL  AND  GAS  LEASES  ON  NON-TRUST  STATE  LAND  AS 
REQUIRED   BY    LAW. 

Certificates  of  Purchase  in   Default 

Certificates  of  Purchase  are  legal  contracts  for  the  sale  of 
state  land  to  private  individuals.  Certificate  payments  are  made 
annually  to  the  department.  A  certificate  is  in  default  and  subject 
to  cancellation  if  payment  is  not  received  within  30  days  of  the  due 
date.  At  that  time,  the  department  is  required  to  mail  the  purchaser 
a  notice  of  default  and  pending  cancellation;  the  notice  allows 
60  additional  days  in  which  to  make  payment.  If  payment  is  not 
received  within  the  60  days,  the  law  requires  the  certificate  to  be 
cancelled. 

The  department  does  not  always  mail  default  notices  on  a 
timely  basis.  Personnel  in  the  department  indicated  frustration 
because  certificates  are  seldom  cancelled.  The  State  Board  of 
Land  Commissioners  has  demonstrated  a  reluctance  to  permanently 
cancel  any  of  the  defaulted  certificates.  Cancelled  certificates  are 
normally  reinstated. 

Of  approximately  238  certificates  of  purchase  in  effect  in  our 
audit  period  we  noted  17  for  which  payment  was  late  and  default 
notices  were  not  sent  on  a  timely  basis.  For  nine  certificates, 
default  notices  were  never  sent  but  the  purchaser  paid  the  applicable 
penalty  interest.  Seven  default  notices  were  sent  more  than  two 
months  after  the  payment  dates  of  the  applicable  certificates. 
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RECOIVIIVIENDATIQN   ttIO 

WE  RECOMMEND  THE  STATE  BOARD  OF  LAND  COMMIS- 
SIONERS ADOPT  PROCEDURES  WHICH  WILL  ENSURE  DEFAULT 
NOTICES  ARE  ISSUED  ON  A  TIMELY  BASIS  IN  ACCORDANCE 
WITH   THE   STATUTES. 


Contingent   Revolving   Fund 

The  department  maintains  two  contingent  revolving  funds 
(CRF).  These  funds  are  to  be  used  to  pay  for  items  requiring 
immediate  cash  payment  and  must  have  the  approval  of  the  Depart- 
ment of  Administration.  We  reviewed  the  payments  made  from  the 
CRFs  and  noted  the  department  was  not  complying  with  the  statutes 
regarding  CRFs.  During  fiscal  year  1981-82  expenses  for  travel 
reimbursements,  relocation  and  courses  offered  by  various  groups 
were  paid  out  of  the  CRFs.  The  department  used  the  CRFs  to 
reimburse  employees  for  travel  expenses  during  fiscal  year  1982-83. 

State  law  requires  CRFs  be  used  for  demands  requiring 
immediate  payment.  Other  guidelines  for  the  use  of  a  CRF  are  set 
out  in  state  policy  which  also  states  the  fund  be  used  for  payments 
of  demands  requiring  immediate  cash  payment.  The  reimbursement 
of  travel   expenses  from  a   CRF   is  expressly   prohibited. 

RECOMMENDATION   #11 

WE  RECOMMEND  THE  DEPARTMENT  USE  THEIR  CONTINGENT 
REVOLVING  FUNDS  ONLY  FOR  OBLIGATIONS  REQUIRING 
IMMEDIATE   CASH    PAYMENT. 


INTERNAL   CONTROL 

We  have  examined  the  financial  statements  of  the  Department 
of  State  Lands  for  the  two  fiscal  years  ended  June  30,  1982  and 
1983.  We  issued  our  opinion  dated  August  26,  1983,  on  these 
statements.  As  part  of  our  examination,  we  made  a  study  and 
evaluation   of    the  systems  of  control  of  the  department.      Our  study 
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evaluated  the  system  as  required  by  generally  accepted  govern- 
mental auditing  standards  for  financial/compliance  audits.  We 
classified  the  controls   in   the  following   categories: 

1.  revenue/receivables; 

2.  payroll; 

3.  expenditures/payables; 

4.  cash;    and 

5.  plant,    property,   and  equipment. 

We     evaluated      controls     over     the     categories     listed     above. 
Through   our   study,    we   determined    the  nature,   timing,    and  extent 
of    our     auditing     procedures.       We     did     not     evaluate    the    control 
system  to  the  extent  necessary  to  give  an  opinion  on  either  individ- 
ual  segments  or   the  system  as  a   whole. 

The  management  of  the  department  is  responsible  for  estab- 
lishing and  maintaining  a  system  of  accounting  control.  In  fulfill- 
ing this  responsibility,  estimates  and  judgments  by  management  are 
required  to  assess  the  expected  benefits  and  related  costs  of 
control  procedures.  The  objectives  of  a  system  are  to  provide 
management  with  reasonable  assurance  that:  1)  assets  are  safe- 
guarded against  loss  from  unauthorized  use  or  disposition;  2)  trans- 
actions are  executed  in  accordance  with  management's  authorization; 
and  3)  transactions  are  recorded  properly  to  permit  the  preparation 
of  financial  statements  in  accordance  with  generally  accepted  account- 
ing principles.  Inherent  limitations  in  any  system  of  controls  may 
cause  errors  or  irregularities  to  remain  undetected.  The  current 
system  evaluation  should  not  be  used  to  project  to  future  periods 
since  the  procedures  may  become  inadequate  or  compliance  with 
them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first  para- 
graph would  not  necessarily  disclose  all  material  weaknesses  in  the 
system.  Accordingly,  we  do  not  express  an  opinion  on  the  system 
of  controls  used  by  the  department.  However,  our  study  disclosed 
conditions  that  indicate  internal  control  weaknesses.  These  condi- 
tions  relate  to  cash   receipts  and  are  discussed   below. 

These  conditions  were  considered  in  determining  the  nature, 
timing,    and    extent    of    the   audit   tests   of   the   financial    statements. 
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This    report   on    internal    control    does    not   affect   our   opinion  on  the 
financial   statements. 

The  preceding  paragraphs  are  intended  solely  for  the  use  of 
management  and  the  Legislature  and  should  not  be  used  for  any 
other  purpose.  This  restriction  as  to  use  is  not  intended  to  limit 
the  distribution  of  this  document  which,  upon  presentation  to  the 
Legislative  Audit  Committee,    is  a  matter  of  public   record. 

Cash    Receipts 

The  department  receives  approximately  25,000  checks  each 
year.  These  checks  are  not  restrictively  endorsed  upon  receipt, 
thereby  increasing  the  risk  that  an  unauthorized  person  could  cash 
the  checks.  Endorsement  occurs  when  the  daily  deposit  is  prepared. 
Section  2-1210.21,  Montana  Operations  Manual  (MOM),  requires  all 
state  agencies  to  restrictively  endorse  negotiable  instruments  at 
the  time  of  initial  receipt  in  order  to  reduce  the  risk  of  loss  or 
theft.  This  internal  control  weakness  was  reported  during  the 
previous  audit  of  the  department.  The  department  concurred 
with,    but  did   not  implement,    the   recommendation. 

RECOMMENDATION   tt12 

WE    RECOMMEND    THE    DEPARTMENT    RESTRICTIVELY    ENDORSE 

ALL    CHECKS    AT    INITIAL    RECEIPT. 


PROPERTY,    PLANT,    AND    EQUIPMENT 

The  department  uses  the  state's  Property  Accountability  and 
Management  System  (PAMS)  for  recording  its  fixed  assets.  Section 
17-1-102(2),  MCA,  is  the  authority  for  PAMS  and  provides  that  the 
Department  of  Administration  (DofA)  shall  prescribe  and  install 
uniform  accounting  and  reporting  procedures  for  all  state  agencies. 
We  examined  the  following  department  responsibilities  in  relation  to 
DofA's   prescribed   procedures: 

1.  Updating     PAMS    for    equipment    additions     and    deletions. 

2.  Taking     a     physical     inventory     and     updating     PAMS     (if 
necessary) . 
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3.  Assigning  clear  responsibility  for  property  to  various 
property  officers. 

4.  Tagging  and   identifying   state  property. 

During    our    examination    we    noted    the    following    weaknesses. 

Installment  Purchases  and   Capital    Leases 

The  department  is  currently  purchasing  several  equipment 
items  under  installment  purchase  agreements.  The  department  also 
leases  a  helicopter  under  a  capital  lease  agreement.  These  items 
are  not  shown  on  the  department's  property  records.  Generally 
accepted  accounting  principles  recognize  as  assets  those  items 
under  a  capital  lease  or  lease  purchase  agreement,  and  require 
such  items  to  be  recorded  at  cost  at  the  time  of  acquisition.  The 
property  control  person  responsible  for  recording  these  assets  had 
never  received  notification  of  the  purchase.  The  equipment  in  the 
internal  Service  Fund  and  the  General  Fixed  Asset  Account  Group 
are  understated   by  approximately  $414,000. 

RECQIVIIVIENDATION   tt13 

WE    RECOMMEND   THE    DEPARTMENT    ENSURE; 

A.  THE  PROPERTY  CONTROL  COORDINATOR  IS  NOTIFED 
OF  INSTALLMENT  PURCHASE  AND  CAPITAL  LEASE 
AGREEMENTS. 

B.  ALL  ITEMS  OF  EQUIPMENT  HELD  UNDER  CAPITAL 
LEASE  AND  LEASE  PURCHASE  AGREEMENTS  ARE  PROP- 
ERLY   RECORDED   ON    PAMS. 


Other   Equipment  Not   Recorded  on   PAMS 

State  regulations  require  all  equipment  with  a  value  greater 
than  $200  to  be  reported  on  PAMS.  The  Department  of  Administra- 
tion provides  a  "Property  Action  Required  List"  (PARE)  to  remind 
agency   personnel   to   record  equipment  purchases  on   PAMS. 

The  department  employees  responsible  for  recording  equipment 
on    PAMS  were  not  aware   the   PARE   existed.      The  department 
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receives  the  list  and  an  official  files  it  without  distribution  to  the 
property  officers.  Because  the  PARLs  are  not  distributed  to 
employees  who  could  utilize  the  equipment  purchase  information, 
some  items  of  equipment  are  not  recorded  on  the  financial  records. 
General  fixed  assets  were  understated  by  $26,700  on  the  depart- 
ment's records  because  personnel  responsible  for  recording  equip- 
ment purchases  were  not  notified  of  the  purchase. 

Responsibility  for  recording  equipment  items  on  PAMS  has  not 
been  clearly  defined.  During  our  audit  period  the  department 
assigned  two  property  coordinators,  one  for  the  forestry  division 
and  one  for  the  other  divisions.  The  coordinators  assigned  indicated 
they  were  not  informed  of  the  activities  for  which  each  was  respon- 
sible. This  results  in  confusion  and  increases  the  possibility  of 
recording  some  equipment  items  twice.  Department  officials  indicated 
this   issue  is   now  being  addressed. 

RECOMMENDATION   #14 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  DEFINE    RESPONSIBILITY    FOR    PLANT,    PROPERTY,    AND 
EQUIPMENT. 

B.  ENSURE   THAT    PROPER    PAMS    REPORTS   ARE   DISTRIBUTED 
TO   THE    PROPERTY    COORDINATORS. 


Obsolete   Items 

During  our  testing  we  noted  three  obsolete  items  of  equipment 
recorded  on  PAMS.  These  items  are  one  tube  radio  and  two  chain- 
saws  that  are  being  used  for  parts.  Through  discussions  with 
agency  personnel  we  determined  there  are  other  obsolete  items  of 
equipment  recorded  on  PAMS.  The  division  records  all  equipment 
items  on  PAMS,  regardless  of  the  condition.  A  department  employee 
indicated  that  once  all  items  have  been  verified  and  tagged,  those 
items  which  are  obsolete,  lost,  or  stolen  will  be  deleted  from  the 
property   records. 
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RECOMIVIENDATION   #15 

WE  RECOMMEND  THE  DEPARTMENT  DELETE  OBSOLETE 
ITEMS  RECORDED  ON  PAMS  AND  DISPOSE  OF  THE  ITEMS  IN 
ACCORDANCE      WITH      SURPLUS      PROPERTY      REGULATIONS. 


Untagged   Equipment 

We  noted  vehicles  and  other  equipment  which  are  not  tagged 
with  PAMS  numbers.  The  property  tags  for  the  noted  items  were 
either  1)  in  an  envelope  in  a  file  cabinet,  or  2)  on  the  envelopes 
containing  titles  to  vehicles.  Equipment  that  is  untagged  cannot 
be   readily   identified  as  state  property. 

RECOMMENDATION   #16 

WE     RECOMMEND    THE    DEPARTMENT    AFFIX    PROPERTY    TAGS 

ON      EQUIPMENT      IN      ACCORDANCE      WITH      STATE     POLICY. 


Federal    Excess   Property 

The  Forestry  Division  has  available  for  their  use  small  property 
items  acquired  from  the  federal  government.  Ownership  does  not 
transfer  to  the  department  because  the  equipment  is  excess  federal 
property.  If  the  equipment  cannot  be  used  for  purposes  desig- 
nated by  the  federal  government,  it  must  be  returned  to  the 
federal   government. 

Currently  the  department  keeps  an  inventory  of  all  these 
items,  but  the  list  is  not  in  sufficient  detail  to  locate  all  items. 
Until  a  complete,  detailed  list  is  available,  the  division  cannot  be 
sure  all  of  the  items  exist.  The  department  has  a  fiduciary  duty 
to  the  federal  government  for  this  equipment.  The  federal  govern- 
ment requires  the  division  maintain  a  system  to  document  account- 
ability for  excess  equipment.  Division  personnel  indicated  that  a 
system  is  under  development  to  identify  these  items  and  to  ade- 
quately account  for  the  items.  They  estimated  it  will  require 
another  year  to  complete  the  input  to  the  new   system. 
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We  also  noted  that  the  division  does  not  report  its  federal 
excess  property  on  its  financial  records.  Generally  accepted 
accounting  principles  require  that  all  fixed  assets,  including  those 
donated  to  the  state,  be  reported  on  the  department's  financial 
statements.  Attachment  N  of  OMB  Circular  A-102  requires  grantee 
agencies  to  maintain  detailed  property  records  which  include  date 
of  acquisition  and   cost. 

RECOIVIIVIENDATIQN   #17 

WE      RECOMIVIEND     THE     DEPARTMENT      RECORD      ITS     EXCESS 

FEDERAL    PROPERTY   ON    ITS    FINANCIAL    RECORDS. 


FIRE   SUPPRESSION    FUNDING 

Responsibilities   of   the    Department   of   State    Lands   include  fire 
suppression.      Since  fire  break-outs  are  unpredictable,    fire  suppres- 
sion   funds    are    difficult    to    budget.       Because    of    the    difficulty    in 
budgeting,   the   Legislature,    historically,    has  dealt  with  fire  suppres- 
sion  as  described   in  the  following   paragraph. 

The  department  pays  the  obligations  incurred  to  control  the 
fires  out  of  its  General  Fund  budget.  If  the  budget  is  not  suffi- 
cient, the  department  must  then  request  approval  from  the  Legisla- 
ture for  supplemental  appropriations  to  cover  the  costs  of  the 
fires.  This  arrangement  works  adequately  during  the  first  year  of 
a  biennium  because  appropriation  bills  authorize  transfer  of  spending 
authority  from  the  second  year  of  the  biennium  to  the  first.  The 
second  year  of  the  biennium  the  Legislature  may  grant  a  supple- 
mental appropriation  to  pay  for  the  nonbudgeted  fire  suppression 
costs  incurred   by  the  department. 

However,  if  during  the  second  year  of  a  biennium  the  fire 
season  starts  early  and  the  Legislature  has  adjourned,  the  depart- 
ment may  not  have  enough  General  Fund  appropriation  authority 
necessary  to  pay  for  its  normal  fire  operations.  This  occurred 
during  June  1983.  The  Legislature  was  not  in  session  when  a 
large  fire  broke  out.  There  was  not  enough  General  Fund  appro- 
priation   authority   to    pay   the   costs.      As   a    result,    the   department 
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charged  those  expenditures  to  one  of  its  Earmarked  Revenue 
Funds.  The  department  expects  to  reimburse  the  earmarked 
account  with  a  supplemental  appropriation  to  be  granted  by  the 
Legislature  when   it  next  meets. 

The  method  of  funding  fire  suppression  costs  resulted  in  the 
department  utilizing  appropriation  authority  and  cash  which  had 
been  earmarked  for  other  specific  projects.  Work  on  these  projects 
must  be  cut  back  until  further  spending  authority  is  received. 
Recently  other  states  in  the  northwest  have  studied  alternative 
methods  of  budgeting  for  forest  fire  protection.  These  include: 
a)  deficit  spending  authority;  b)  treating  state  lands  similar  to 
private  lands  and  assessing  a  fee  to  build  a  reserve;  and  c)  pro- 
viding a  General  Fund  appropriation  to  another  agency  to  be 
utilized  for  fire  supression  when  needed  (i.e.,  emergency  funds). 
The  department  should  contact  other  states  to  develop  ideas  for 
fire  suppression  funding  procedures  which  may  avoid  the  necessity 
of  supplemental   appropriations. 

RECQIVIiVIENDATION   #18 

WE  RECOMMEND  THE  DEPARTMENT  WORK  WITH  THE  LEGIS- 
LATURE, THE  OFFICE  OF  BUDGET  AND  PROGRAM  PLAN- 
NING, AND  OTHER  STATES  TO  DEVELOP  FIRE  SUPPRESSION 
FUNDING  PROCEDURES  WHICH  WILL  AVOID  THE  NECESSITY 
OF   SUPPLEMENTAL   APPROPRIATIONS. 


ACCOUNTING   PROCEDURES 

Accruing   Valid   Expenditures 

The  department  recorded  an  expenditure  for  services  received 
in  fiscal  year  1981-82  as  a  fiscal  year  1982-83  expenditure  and  an 
expenditure  for  services  received  in  fiscal  year  1982-83  as  a  fiscal 
year  1983-84  expenditure.  The  department  received  one  of  the 
bills  shortly  after  the  end  of  the  fiscal  year;  the  obligation  was 
unknown  at  the  time  of  the  accrual  process.  The  department 
should    have    charged    a    portion    of    the    amount    to   the   prior   year. 
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The  other  expenditure  is  incurred  annually  by  the  department. 
The  federal  government  bills  the  department  in  November  of  each 
year  based  on  the  federal  fiscal  year.  Since  the  department  is 
aware  of  this  bill,  an  estimate  of  the  services  received  from  Octo- 
ber 1  through  June  30  should  be  determined  and  the  appropriate 
accrual   established  at  fiscal   year-end. 

The  state  accounting  system  provides  a  mechanism  which 
allows  agencies  to  correct  any  errors  in  estimates.  This  mechanism 
is  an  account  termed   "prior  year  expenditure  adjustments." 

Generally  accepted  accounting  principles  require  that  expendi- 
tures be  accrued  in  the  fiscal  year  in  which  the  liabilities  are 
incurred.  In  the  Special  Revenue  Fund,  fiscal  year  1981-82  expen- 
ditures are  understated  by  $4,735  and  fiscal  year  1982-83  expendi- 
tures are  understated   by  $25,357. 

RECOIVIIVIENDATION   #19 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  ESTIMATES 
FOR  THOSE  EXPENDITURES  WHICH  ARE  INCURRED  ON  AN 
ANNUAL  BASIS  AND  UTILIZE  THE  STATE'S  MECHANISM  FOR 
CORRECTING    ERRORS    IN    ESTIMATES. 


FEDERAL   COMPLIANCE 

DSL  receives  funding  through  grants  from  the  Department  of 
Interior,  Office  of  Surface  Mining  and  U.S.  Department  of  Agricul- 
ture, Forest  Service.  Office  of  Management  and  Budget  (0MB) 
Circular  A-102,  Attachment  P,  establishes  audit  requirements  for 
state  and  local  governments  receiving  federal  assistance.  Attach- 
ment P  requires  independent  audits  of  financial  operations,  includ- 
ing compliance  with  certain  federal  laws  and  regulations.  We 
performed  our  audit  of  DSL  in  accordance  with  the  standards  of 
0MB   Circular  A-102,    Attachment  P. 

We  reviewed  the  major  compliance  areas  relating  to  selected 
grants   received   by  the  department.      Areas   reviewed   include: 

1.  internal   control   systems; 

2.  meeting  federal  objectives; 
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3.  cost  allowability; 

4.  federal    reporting;    and 

5.  reimbursement  of  indirect  costs. 

We     noted    no    compliance    problems    in    federal    grants    during    our 
audit. 

Nothing  came  to  our  attention  that  caused  us  to  believe  un- 
tested compliance  issues  are  not  in  accordance  with  applicable  laws 
and   regulations. 

PRIOR    AUDIT    RECQMIVIEN  DAT  IONS 

We  performed  an  audit  of  the  department  for  the  two  fiscal 
years  ended  June  30,  1981.  The  report  contained  fourteen  recom- 
mendations which  are  still  applicable  to  the  department's  operations. 
The  department  implemented  eleven,  partially  implemented  two,  and 
did   not  implement  one. 

The  prior  audit  report  contained  a  recommendation  directed  to 
the  Department  of  Administration.  The  recommendation  is  still 
applicable  to  the  department's  operations.  The  Department  of 
Administration  did  not  concur  with  the  recommendation  and  it  was 
not  implemented. 

Recommendations  which  have  not  been  implemented  deal  with 
bond   swaps   (page  13)   and  cash   receipts   (page  20). 
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The   Legislative   Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Combined  Balance  Sheets  -  Ail  Funds 
and  Accounts  Groups;  the  Combined  Statement  of  Revenues,  Expen- 
ditures, and  Changes  in  Fund  Balance  -  All  Governmental  Fund 
Types;  the  Combined  Statement  of  Revenues,  Expenditures,  and 
Changes  in  Fund  Balance  -  Budget  and  Actual  -  General  and 
Special  Revenue  Fund  Types;  the  Combined  Statement  of  Revenues, 
Expenses,  and  Changes  in  Fund  Balance  -  All  Proprietary  Fund 
Types  and  Similar  Trust  Funds;  and  the  Combined  Statement  of 
Changes  in  Financial  Position  -  All  Proprietary  Fund  Types  and 
Similar  Trust  Funds  of  the  Department  of  State  Lands  as  of  June  30, 
1983,  and  for  each  of  the  two  fiscal  years  ended  June  30,  1982  and 
1983.  Our  examination  was  made  in  accordance  with  generally 
accepted  governmental  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other  auditing 
procedures   as  we  considered   necessary   in   the  circumstances. 

The  agency  has  excluded  from  the  Internal  Service  Fund  all 
equipment  and  a  lease  obligation  which,  in  our  opinion,  should  be 
capitalized  in  order  to  conform  with  generally  accepted  accounting 
principles.  If  this  obligation  were  capitalized,  recorded  equipment 
would  increase  by  approximately  $399,000.  The  financial  statements 
for  the  Internal  Service  Fund  and  the  department's  accompanying 
footnotes  do  not  adequately  disclose  information  dealing  with  the 
department's  capital  lease,  the  equipment  for  the  fund,  and  the 
related   depreciation   expense. 

In     our    opinion,     because    of    the    matter    discussed     in     para- 
graph two,    the   Balance  Sheet;    the  Statement  of   Revenues,    Expenses, 
and    Changes    in    Fund    Balance;     and    the    Statement    of    Changes    in 
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Financial     Position     for    the     Internal     Service    Fund    do    not    present 
fairly  the  financial   position  or  the   results  of  operations  and  changes 
in    fund    balance   of    such    fund    of   the   Department  of  State   Lands  as 
of  June  30,    1983  and  for  the  fiscal   year  then   ended. 

In  our  opinion  the  following  financial  statements  present  fairly 
the  financial  position  of  such  funds  of  the  Department  of  State 
Lands  as  of  June  30,  1983,  and  the  results  of  operations  and  the 
changes  in  fund  balance  of  such  funds  for  each  of  the  two  fiscal 
years  then  ended,  in  conformity  with  generally  accepted  accounting 
principles  which,  except  for  the  changes,  with  which  we  concur, 
in  the  method  of  accounting  for  long-term  land  sales  and  the 
transfer  of  the  Forestry  Program,  have  been  applied  on  a  consis- 
tent basis: 

1.  Fiscal   Year   1981-82 

A.  Combined  Statement  of  Revenues,  Expenditures, 
and  Changes  in  Fund  Balance  -  Governmental  Fund 
Types 

B.  Combined  Statement  of  Revenues,  Expenditures, 
and  Changes  in  Fund  Balance  -  Budget  and  Actual  - 
General   and   Special    Revenue   Fund   Types 

C.  Combined  Statement  of  Revenues,  Expenses,  and 
Changes  in  Fund  Balance  -  Nonexpendable  Trust 
Fund 

D.  Combined  Statement  of  Changes  in  Financial  Position 
Nonexpendable  Trust   Fund 

2.  Fiscal   Year  1982-83 

A.  Balance  Sheet  as  of  June  30,    1983 

General    Fund 

Special    Revenue   Fund 

Capital   Projects   Fund 

Trust  and   Agency   Fund 

General    Fixed  Assets  Account  Group 

B.  Combined  Statement  of  Revenues,  Expenditures, 
and  Changes  in  Fund  Balance  -  Governmental  Fund 
Types 

C.  Combined  Statement  of  Revenues,  Expenditures, 
and  Changes  in  Fund  Balance  -  Budget  and  Actual  - 
General   and  Special    Revenue  Fund  Types 
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D.  Combined  Statement  of  Revenues,  Expenses,  and 
Changes  in  Fund  Balance  -  Nonexpendable  Trust 
Fund 

E.  Combined  Statement  of  Changes  in  Financial  Position 
Nonexpendable  Trust   Fund 


Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
accompanying  Schedules  of  Federal  Grant  Receipts  are  presented 
for  additional  analysis  and  disclosure  purposes  and  are  not  a 
required  part  of  the  combined  financial  statements  for  the  Depart- 
ment of  State  Lands.  These  schedules  have  been  subjected  to  the 
auditing  procedures  applied  in  the  examination  of  the  basic  financial 
statements  and,  in  our  opinion  are  fairly  stated  in  all  material 
respects  in  relation  to  the  basic  financial  statements  taken  as  a 
whole. 


Respectfully   submitted, 

James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 


August  26,    1983 


Approved : 

Robert   R.    Rindwood 
Legislative   Auditor 
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DEPARTMENT  OF  STATE  LANDS 


COMBINED  BALANCE 

SHEET 

ALL 

FUND  TYPES  AND 
JUNE  30, 

ACCOUNT  GROUPS 
1983 

PROPRIETARY 

FIDUCIARY 

GOVERNMENTAL  FUND  TYPES 

FUND  TYPE 

FUND  TYPE 
Trust 

ACCOUNT  GROUP 

Capital 

General 

Genei 

ral 

Sp 

lecial  Revenue 

Projects 

Internal  Service 

and  Agency 

Fixed  Assets 

ASSETS 

Cash 

</> 

,000 

$1,691,553 

$36,251 

$  3,405,885 

Federal  Cost  Reimbursement  Receivable 

39 

672,151 

Dishonored  Checks 

3,682 

Accounts  Receivable 

111 

,194 

170,045 

$  2,879 

7,113 

5,561,366 

Expense  Advance  to  Employees 

22,867 

Certificate  of  Purchase 

527 

,356 

30,018 

751,303 

Investments 

161,647,857 

STIP 

1,408,468 

7,071,824 

Deferred  Losses 

(1,430) 

Land 

49,398,756 

$1,862,271 

Equipment 

2,734,563 

Available  to  Pay  Current  Liabilities 

375, 
$1,014, 

,146 
,735 

Total  Assets 

$3,965,084 

$32,897 

$43,364 

$227,839,243 

$4,596,834 

LIABILITIES  AND  FUND  EQUITY 


Liabilities 

Accounts  Payable 
Accrued  Expenditures 
Property  Held  in  Trust 
Deposits  Payable 
Due  to  State  General  Fund 
Total  Liabilities 

Fund  Equity 

Investment  in  General  Fixed  Assets 
Donated  General  Fixed  Assets 
Fund  Balance 

Total  Fund  Equity 

Total  Liabilities  and  Fund  Equity 


$  365,938 
9,208 

639,589 

$  466,257 
6,680 

$   360 

$  2,675 

$  6,105,560 

24,714,777 
850,411 

1,014,735 

472,937 

3,492,147 
3,492,147 

$3,965,084 

360 

32,537 
32,537 

$32,897 

2,675 

40,689 
40,689 

$43,364 

31,670,748 

196,168,495 
196,168,495 

$227,839,243 

-0- 

$4,596,234 
600 

-0- 

4,596,834 

$1,014,735 

$4,596,834 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 


31 


DEPARTMENT  OF  STATE  LANDS 


COMBINED  STATEMENT 

OF 

REVENUES , 

EXPENDITURES ,  AND 

CHANGES  IN  FUND  BALANCE  -  GOVERNMENTAL  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED 

JUNE  30,  1983 

General 

Special 

Capital 

Fund 

Revenue  Fund   Projects  Fund 

REVENUE: 

License  and  Permits 

$ 

2,995 

$     4,555 

Service  Fees 

101,203 

Investment  Earnings 

155,111 

$  3,601 

Fire  Suppression 

78,239 

Indirect  Cost  Recoveries 

111,608 

Sales  of  Documents,  Merchandise 

and  Property 

64,706 

99,295 

281,490 

Grants,  Gifts 

921,234 

Trust  Lands  Revenue 

37,964,595 

Federal  Assistance 

2,951,038 

Taxes 

713,117 

Miscellaneous 

573,894 

Rentals,  Leases,  and 

Royalties 

299,538 
43,793,985 

564,192 

Total  Revenue 

— 

247,143 

849,283 

EXPENDITURES: 

Central  Management 

520,630 

1,304,642 

Reclamation 

2,115,626 

Land  Administration 

225,367 

47,879 

Resource  Development 

228,642 

Forestry 

3 
_4_ 

,834,265 
,580,262 

2,573,579 
6,270,368 

Total  Expenditures 

-0- 

Prior  Year  Items: 

Prior  Year  Revenue 

2,677 

(39,822) 

Prior  Year  Expenditures 

(16,055) 

(106,530) 

EXCESS  OF  REVENUE  OVER 

EXPENDITURES 

(4 

,346,497) 

37,377,265 

849,283 

OTHER  SOURCES  (USES): 

Operating  Transfers  (Out) 

(36,915,532) 

(910,264) 

Transfers  From  General  Fund 

J^ 

,346,497 

EXCESS  REVENUE  OVER  EXPENDI- 

TURES AND  OTHER  SOURCES  (USES) 

-^— 

-0- 

461,733 

(60,981) 

FUND  BALANCE,  July  1,  1982 

-0- 

3,030,414 

60,613 

Prior  Period  Adjustment 

(Footnote  7) 

32,905 

Adjusted  Fund  Balance 

-0- 

3,030,414 

93,518 

FUND  BALANCE,  June  30,  1983 

$_ 

-0- 

$  3,492,147 

$  32,537 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DEPARTMENT  OF  STATE  LANDS 


COMBINED  STATEMENT 

OF 

REVENUES, 

EXPENDITURES, 

AND 

CHANGES  IN  FUND  BALANCE  -  GOVERNMENTAL  FUND  TYPES 

FOR  THE  FISCAI 

.  YEAR  ENDED 

JUNE  30,  1982 

Ge 

!neral 

Special 

Capital 

J 

'und 

Revenue  Fund 

Projects  Fund 

License  and  Permits 

$ 

3,011 

$     3,490 

Service  Fees 

90,917 

Investment  Earnings 

187,177 

$    2,642 

Fire  Suppression 

131,801 

Indirect  Cost  Recoveries 

86,895 

Sales  of  Documents,  Merchandise 

and  Property 

70,172 

90,333 

582,508 

Grants,  Gifts 

2,822,320 

Trust  Lands  Revenues 

48,712,932 

Federal  Assistance 

1,331,811 

Taxes 

731,405 

Miscellaneous 

569,863 

Rentals,  Leases,  and 

Royalties 

322,121 
54,858,347 

554,497 

Total  Revenue 

295,901 

1,139,647 

EXPENDITURES: 

Central  Management 

815,709 

2,834,686 

Reclamation 

1,426,432 

Land  Administration 

178,646 

60,259 

Resource  Development 

392,436 

Forestry 

3, 

_4, 

,741,615 
,735,970 

2,471,760 
7,185,573 

Total  Expenditures 

-0- 

Prior  Year  Items: 

Prior  Year  Revenue 

77,507 

(94,964) 

Prior  Year  Expenditures 

2,162 

(388) 

EXCESS  OF  REVENUE  OVER 

EXPENDITURES 

(4 

,360,400) 

47,577,422 

1,139,647 

OTHER  SOURCES  (USES): 

Operating  Transfers  (Out) 

(47,707,140) 

Transfers  From  General  Fund 

Jr 

,360,400 

(1,099,821) 

EXCESS  REVENUE  OVER  EXPENDI- 

TURES AND  OTHER  SOURCES  (USES) 



-0- 

(129,718) 

39,826 

FUND  BALANCE,  July  1,  1981 

-0- 

2,091,082 

20,787 

Equity  Transfers 

1,069,050 
3,160,132 

$  3,030,414 

Adjusted  Fund  Balance 

-0- 

20,787 

FUND  BALANCE,  June  30,  1982 

$_ 

-0- 

$   60,613 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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GENERAL  FUND 

SPECIAL  REVENUE 

FUND 

Variance- 

Variance- 

Favorable 

Favorable 

Budget 

Acutal 

(Unfavorable) 

Budget 

Actual 

(Unfavorable) 

mits 

$     2,000 
90,000 

$     2,995 
101,203 

$    995 
11,203 

$      5,000 

$      4,555 

$      (445) 

ings 

180,100 

155,111 

(24,989) 

a 

95,000 

78,239 

(16,761) 

ecoveries 

73,000 

111,608 

38,608 

ats,  Merchandise 

79,000 

64,706 

(14,294) 

85,000 
5,000,000 

99,295 
921,234 

14,295 
(4,078,766) 

enues 

31,564,038 

37,964,595 

6,400,557 

Qce 

7,531,200 
700,000 
521,500 

2,951,038 
713,117 
573,894 

(4,580,162) 
13,117 
52,394 

,  and  Royalties 

320,000 
45,979,838 

299,538 
43,793,985 

(20,462) 

ie 

266,000 

247,143 

(18,857) 

(2,185,853) 

?nt 

843,344 

841,284 

2,060 

4,546,217 
8,014,257 

1,347,642 
2,536,829 

3,198,575 
5,477,428 

tion 

211,029 

210,577 

452 

47,991 

47,879 

112 

jment 

495,364 

220,303 

275,061 

3,644,080 

3,624,425 

19,655 

3,012,810 

2,855,221 

157,589 

litures 

4,698,453 

4,676,286 

22,167 

16,116,639 

7,007,874 

9,108,765 

lue 

2,677 

2,677 

-0- 

(39,822) 

(39,822) 

-0- 

iditures 

(16,055) 
(4,445,831) 

(16,055) 
(4,442,521) 

-0- 

(106,530) 
29,716,847 

(106,530) 
36,639,759 

-0- 

i  OVER  EXPENDITURES 

3,310 

6,922,912 

5ES): 

Eers  In  (Out) 

(30,485,100) 

(36,915,532) 

(6,430,432) 

[To)  General  Fund 

4,445,831 

4,442,521 

(3,310) 

/ER  EXPENDITURES 

5  (USES) 

-0- 

-0- 

-0- 

(768,253 

(275,773) 

492,480 

Ly  1,  1982 

-0- 

-0- 

-0- 

2,789,788 

2,789,788 

-0- 

DEPARTMENT  OF  STATE  LANDS 


REVENUE: 
License  and  Permits 
Service  Fees 
Investment  Earnings 
Fire  Suppression 
Indirect  Cost  Recoveries 
Sales  of  Documents,  Merchandise 

and  Property 
Grants,  Gifts 
Trust  Lands  Revenues 
Federal  Assistance 
Taxes 

Miscellaneous 

Rentals,  Leases,  and  Royalties 
Total  Revenue 

EXPENDITURES: 
Central  Management 
Reclamation 
Land  Administration 
Resource  Development 
Forestry 

Total  Expenditures 

Prior  Year  Items: 
Prior  Year  Revenue 
Prior  Year  Expenditures 

EXCESS  OF  REVENUE  OVER  EXPENDITURES 

OTHER  SOURCES  (USES): 
Operating  Transfers  In  (Out) 
Transfers  From  (To)  General  Fund 

EXCESS  REVENUE  OVER  EXPENDITURES 
AND  OTHER  SOURCES  (USES) 

FUND  BALANCE,  July  1,  1981 
Equity  Transfers 
Adjusted  Fund  Balance 

FUND  BALANCE,  June  30,  1982 


COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES, 

AND 

CHANGES  IN  FUND  BALANCES 

;  -  BUDGET  AND 

ACTUAL 

- 

GENERAL  AND  SPECIAL 

REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR 

ENDED  JUNE  30, 

,  1982 

GENERAL  FUND 

SPECIAL  REVENUE 

FUND 

Variance- 

Variance- 

Favorable 

Favorable 

Budget 

Acutal 

(Unfavorable 

0 

Budget 

Actual 

(Unfavorable) 

$     1,600 

$     3,011 

$   1,411 

$     3,000 

$     3,490 

$       490 

85,000 

90,917 

5,917 

55,000 

(55,000) 

85,400 

187,177 

101,777 

13,500 

131,801 

118,301 

38,000 

86,895 

48,895 

19,780 

70,172 

50,392 

86,000 

5,000,000 

26,183,216 

6,789,400 

670,000 

515,500 

210,000 

39,580,516 

3,498,534 

90,333 

2,822,320 

48,712,932 

1,331,811 

731,405 

569,863 

322,121 

54,858,347 

2,834,686 

4,333 

(2,177,680) 

22,529,716 

(5,457,589) 

61,405 

54,363 

112,121 

174,880 

295,901 
817,085 

121,021 
3,209 

15,277,831 

820,294 

663,848 

7,425,170 

1,495,349 

5,929,821 

193,460 

193,436 

24 

60,259 
589,409 

60,259 
400,775 

-0- 
188,634 

4,139,488 

3,951,455 

188,033 

3,015,813 

2,635,130 

380,683 

5,153,242 

4,961,976 

191,266 

14,589,185 

7,426,199 

7,162,986 

77,507 

77,507 

-0- 

(94,964) 

(94,964) 

-0- 

2,162 

2,162 
(4,586,406) 

-0- 

(388) 
24,895,979 

(388) 
47,336,796 

-0- 

(4,898,693) 

312,287 

22,440,817 

(25,131,900) 

(47,707,140) 

(22,575,240) 

4,898,693 

4,586,406 
-0- 

(312,287) 
-0- 

-0- 

(235,921) 

(370,344) 

(134,423) 

-0- 

-0- 

-0- 

2,091,082 
1,069,050 
3,160,132 

$  2,924,211 

2,091,082 
1,069,050 
3,160,132 

$  2,789,788 

-0- 

$     -0- 

$   -0- 

-0- 

-0- 

$     -0- 

$  (134,423) 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DEPARTMENT  OF  STATE  LANDS 

COMBINED  STATEMENT  OF  REVENUES,  EXPENSES,  AND 

CHANGES  IN  FUND  BALANCE 

ALL  PROPRIETARY  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1983 


Operating  Revenues: 
Sales  of  Documents,  Merchandise 

and  Property 
Trust  Lands  Revenues 
Federal  Assistance 
Rentals,  Leases,  and  Royalties 
Service  Fees 

Total  Operating  Revenue 

Operating  Expenses: 
Supplies  &  Materials 
Travel 
Rent 

Repair  and  Maintenance 
Miscellaneous 

Total  Operating  Expenses 

Operating  Income 


Non-Expendable 
Trust 


$   1,659,557 

2,865,911 

9,239 

8,625,244 

13,159,9"5T 


Internal 
Service 


13,159.951 


$101 

,160 

101 

,160 

29 

,574 

31 

45 

30, 

,701 

120 

60, 

,471 

40, 

,689 

Non  Operating  Revenues  (Expenses): 
Prior  Year  Adjustments 
Support  From  Other  State  Agencies 
Distributed  Trust  Fund  Corpus 

Total  Non-Operating  Revenue 

(Expenses) 


33,728 

319,703 

(159,430) 


194.001 


Net  Income 


13,353,952 


40,689 


Fund  Balance,  July  1,  1982 
Transfer  to  UofM 
Deferred  Profits 

Adjusted  Fund  Balance 

Fund  Balance,  June  30,  1983 


182,106,670 
(3,094) 
710,967 
182,814.543 

$196,168,495 


-0- 


$  40,689 


The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement. 
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DEPARTMENT  OF  STATE  LANDS 

COMBINED  STATEMENT  OF  REVENUES,  EXPENSES,  AND 

CHANGES  IN  FUND  BALANCE 

ALL  PROPRIETARY  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


Operating  Revenues: 
Sale  of  Documents,  Merchandise,  Property 
Trust  Lands  Revenues 
Federal  Assistance 
Rentals,  Leases,  Royalties 
Total  Operating  Revenues 

Operating  Expenses 

Operating  Income 


Non-Expendable  Trust 

$   1,782,968 

3,327,172 

8,465 

8,839,965 

13,958,570 

-0- 


13,958,570 


Non-Operating  Revenues  (Expenses): 
Distributed  Trust  Fund  Corpus 
Prior  Year  Adjustments 
Support  From  Other  State  Agencies 
Total  Non-Operating  Revenues 

Net  Income 

Fund  Balance,  July  1,  1981 
Prior  Period  Adjustment 
Transfer  to  Historical  Society 
Adjusted  Fund  Balance 

Fund  Balance,  June  30,  1982 


(4,423,565) 
230,238 
363,594 

(3,829,733) 

10,128,837 

172,007,505 

(29,672) 
171,977,833 

$182,106,670 


The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement . 
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DEPARTMENT  OF  STATE  LANDS 

COMBINED  STATEMENT  OF  CHANGES  IN 

FINANCIAL  POSITION  -  ALL  PROPRIETARY  FUND  TYPES 

AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  .TUNE  30,  1983 


Sources  of  Working  Capital: 
Operations : 
Operating  Income 

Working  Capital  Provided  by 

Operations 
Prior  Year  Adjustments 
Support  From  Other  State  Agencies 

Total  Sources  of  Working  Capital 

Uses  of  Working  Capital: 
Operating  Expenses  (60,471) 

Distributed  to  Trust  Fund  Corpus  (159,430) 

Decrease  in  Property  Held  in  Trust  (3,094) 


Non-Expendable 

Internal 

Trust 

Service 

$13,159,951 

$101,160 

13,159,951 

101,160 

744,695 

-0- 

319,703 

-0- 

14,224,349 

101,160 

Elements  of  Net  Increase 
(Decrease)  in  Working  Capital: 

Cash 

Certificate  of  Purchase 

Advances 

Accounts  Payable 

Deferred  Profit  on  Land  Sales 

Accounts  Receivable 

Deferred  Losses  on  Bond  Swaps 

Net  Increase  (Decrease)  in  Working  Capital 


Total  Uses  (162,524)  (60,471) 

Net  Increase  in  Working  Capital  $14.061,825  $  40.689 


$   (13,618) 

$  36,251 

(114,618) 

12,688,313 

(2,000) 

(2,675) 

710,967 

2,000 

7,113 

790,781 

$14,061,825 

$  40,689 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement 
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DEPARTMENT  OF  STATE  LANDS 

COMBINED  STATEMENT  OF  CHANGES  IN 

FINANCIAL  POSITION  -  ALL  PROPRIETARY  FUND  TYPES 

AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


Non-Expendable  Trust 

Sources  of  Working  Capital: 
Operations 

Operating  Income  $13,958,570 

Working  Capital  Provided  by  Operations  13,958,570 

Prior  Year  Adjustments  230,238 

Support  From  Other  State  Agencies  363,594 

Total  Sources  of  Working  Capital  14,552,402 


Uses  of  Working  Capital: 

Decrease  in  Property  Held  in  Trust  (29,672) 

Distributed  Trust  Fund  Corpus  (4,423,565) 

Loss  on  Bond  Swaps  (5,139,808) 

Total  Uses  of  Working  Capital  (9,593,045) 

Net  Increase  in  Working  Capital  $  4,959,357 


Elements  of  Net  Increase 

(Decrease)  in  Working  Capital: 

Cash  $   (127,750) 

Certificate  of  Purchase  (129,225) 

Advances  13,803,972 

Accounts  Payable  147,418 

Deferred  Losses  on  Bond  Swaps              •  (8,735 ,058) 


Net  Increase  (Decrease)  in  Working  Capital        $  4,959,357 


The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement. 
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DEPARTMENT   OF   STATE    LANDS 

NOTES   TO   THE    FINANCIAL   STATEMENTS 

FISCAL   YEARS    ENDED  JUNE   30,    1982  AND   1983 

1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 

The  preceding  financial  statements  were  prepared  from  the 
Statewide  Budgeting  and  Accounting  System.  They  include  the 
financial   activity  of  the  Department  of  State   Lands. 

A.  Basis  of  Presentation 

The  accounts  of  the  state  of  Montana  are,  by  statute,  organized 
into  the  fund  structure  listed  in  section  17-2-102  (temporary), 
MCA.  For  the  fiscal  years  1982  and  1983,  accounting  transactions 
for  the  department  were  recorded  on  the  basis  of  the  structure. 
However,  the  financial  statement  presentation  is  made  on  the  basis 
of  section   17-2-102  (effective  July   1,    1983),   MCA. 

B .  Fund  Structure 

For   financial    presentation   purposes  funds   have  been  classified 
in  accordance  with   Governmental   Accounting  and   Financial    Reporting 
Principles,    Statement  1.      The  funds  and  account  groups  presented, 
their    relationship    to   the   state   treasury   fund    structure,    and   their 
purposes  follow. 

1.  General    Fund     --    To    account    for    all    financial    resources 
not    accounted    for    in    another    fund.       This    fund    corre- 
sponds to  the  state  General    Fund  within  the  state  treasury 
fund   structure. 

2.  Special  Revenue  Fund  --  To  account  for  the  proceeds  of 
specific  revenue  sources  that  are  legally  restricted  to 
expenditure  for  specified  purposes.  Special  revenue 
funds  include  the  Earmarked  Revenue  Fund  and  the 
Federal  and  Private  Revenue  Fund.  Activities  in  this 
fund  include  federal  funds  received  by  the  department 
plus  earmarked  funds  for  land  development,  reclamation 
and  forestry. 
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3.  Capital    Projects   Fund   --   To  account  for  financial    resources 
to    be    used    for    the    acquisition    or   construction    of   major 
capital     facilities.        This    fund     accounts    for    investment, 
rental,    and    royalty   revenues  which   are  transferred   to  the 
Department  of  Administration   for  capital   building   projects. 

4.  Internal  Service  Fund  --  To  account  for  the  financing  of 
goods  or  services  provided  by  one  department  or  agency 
of  a  government  to  other  governments  or  agencies  on  a 
cost-reimbursement  basis.  Activity  in  this  fund  reflects 
the  operations  of  the  aviation   bureau. 

5.  Trust  and  Agency  Funds  --  To  account  for  assets  held 
by  a  governmental  unit  in  a  trustee  capacity  or  as  an 
agent  for  individuals,  private  organizations,  other  govern- 
mental units,  and/or  other  funds.  These  include 
1)  Nonexpendable  Trust  Funds  and  b)  Agency  Funds. 
Nonexpendable  Trust  Funds  include  the  permanent  trust 
funds  established  by  the  constitution  as  permanent 
income  sources  for  the  university  units,  public  schools, 
and  institutions.  Agency  Funds  include  the  interest  on 
permanent  trust  funds  and  other  moneys  collected  by  the 
department  and   distributed   to  the  various  entities. 

6.  Account  Groups  --  To  account  for  land,  fixed  assets, 
and   equipment  owned   by  the  department. 


C.      Basis  of  Accounting 

The  department  utilizes  the  modified  accrual  basis  of  account- 
ing. This  method  recognizes  revenue  at  the  time  of  receipt  or 
when  measurable  and  available,  and  expenditures  when  incurred. 
The  full  accrual  method  of  accounting  is  required  for  Nonexpendable 
Trust  Funds  and  the  Internal  Service  Fund.  While  the  state's 
accounting  system  operates  on  a  modified  accrual  basis,  the  depart- 
ment's financial  statements  for  its  Nonexpendable  Trust  Fund  and 
Internal   Service   Fund   reflect  the  full   accrual   method. 

With  the  following  exceptions  to  the  modified  accrual  basis  of 
accounting,  a  valid  obligation  exists  when  the  associated  liability  is 
incurred: 

--If  the  appropriation  provided  funds  to  complete  a  given  pro- 
ject, the  entire  amount  of  a  service  contract  may  be  accrued 
even  though  the  services  are  rendered  in  fiscal  years  subse- 
quent   to    the   fiscal    year    in   which  the  expenditure   is   accrued. 
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-The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in   which   budgeted. 

•Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year    in    which    the    anticipated    expenditure   is   to   be   accrued. 


The  Combined  Statements  of  Revenues,  Expenditures,  and 
Changes  in  Fund  Balances  -  Budget  and  Actual  -  General  and 
Special  Revenue  Fund  Types  includes  material  budgeted  expenditure 
accruals  which  do  not  satisfy  the  generally  accepted  accounting 
principles  criteria  for  accruals.  Accordingly,  a  Combined  Statement 
for  Revenues,  Expenditures,  and  Changes  in  Fund  Balance  -  All 
Governmental    Fund   Types   is  presented  for  both   years. 

The  expenditures  differ  between  the  two  statements  as  follows: 


Budget  GAAP       Difference 

Fiscal  Year  1981-82 
Special  Revenue  Fund 

Expenditures        $7,426,199       $7,185,573      $240,626 

General  Fund 

Expenditures        $4,961,976       $4,735,970      $226,006 


Fiscal  Year  1982-83 
Special  Revenue  Fund 

Expenditures        $7,007,874       $6,270,368      $737,506 

General  Fund 

Expenditures       $4,676,286   '    $4,580,262      $  96,024 


D.      Vacation  and  Sick   Leave 

Employees  of  the  department  accumulate  both  vacation  and 
sick  leave.  Employees  are  paid  100  percent  of  unused  vacation 
credits  and  25  percent  of  unused  sick  leave  credits  upon  termina- 
tion. Accumulated  unpaid  liabilities  for  vacation  and  sick  leave  are 
not  reflected  in  the  financial  statements  of  the  department.  At 
June  30,  1983  the  liability  amount  associated  with  unused  accumulated 
vacation   is  $395,595;    sick  leave  is  $214,848. 
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E.  Investments 

Investments  at  June  30,  1983  are  stated  at  cost  increased  by 
the  amount  of  unamortized  premiums  ($70,273)  and  purchased 
interest  ($66,150)  and  reduced  by  the  amount  of  unamoritzed  bond 
discounts  ($13,994,301).  Market  value  of  the  investments  at 
June  30,    1983  was  $163,932,154. 

F.  Budgets 

The  state  utilizes  a  fixed  biennial  basis  of  budgeting.  Under 
this  method  appropriations  of  a  specific  dollar  amount  are  set  for 
the  biennium.  Budgets  for  the  department  are  adopted  on  a 
biennium  basis  by  the  Montana  State  Legislature  for  all  operating 
entities.  Budgets  for  the  General  and  Special  Revenue  Funds  are 
adopted  in  significant  compliance  with  generally  accepted  accounting 
principles. 

G.  Operating  Transfers 

This  account  in  the  Special  Revenue  Fund  represents  those 
moneys  that  are  collected  on  behalf  of  another  operating  entity. 
Ninty-five  percent  of  all  the  interest  from  investments  and  rent 
received  from  leasing  on  the  public  school  lands  is  collected  in  this 
fund  and  used  by  the  Office  of  Public  Instruction  for  the  support 
of  elementary  and   secondary  school   districts. 

H .      Land   Valuation 

The  Department  of  State  Lands  values  ail  state  land  under  its 
administration  at  $10  per  acre.  Generally  accepted  accounting 
principles  require  that  fixed  assets  be  recorded  at  historical  cost 
or  established  historical  cost  if  the  original  cost  cannot  be  deter- 
mined; or,  in  the  case  of  gifts,  fair  market  value  when  received. 
Much  of  the  land  administered  by  the  department  was  acquired  by 
grant  from  the  federal  government  in  1889.  The  remainder  of  the 
land  was  acquired,  in  relatively  small  parcels,  throughout  the 
succeeding  years  by  grant,  purchase,  or  exchange.  While  $10  per 
acre    may    be   an    acceptable   estimate   of   the   value   of   lands   granted 
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to  the  state  many  years  ago,  it  probably  is  not  representative  of 
the  value  of  lands  acquired  in  recent  years.  The  department  has 
no  readily  available  records  showing  the  fair  market  value  of  lands 
acquired  by  gift  nor  the  cost  of  any  lands  acquired  by  purchase 
or  exchange. 

2.  RETIREMENT    PLAN 

The  state  of  Montana  employees  at  the  Department  of  State 
Lands  participate  in  the  Public  Employees'  Retirement  System. 
This  is  a  contributory  plan  where  the  state  contributes  6.32  per- 
cent of  employee  gross  wages  for  retirement  and  the  employee 
contributes  6  percent  of  their  gross  wage.  Costs  incurred  by  the 
department  under  this  plan  were  $258,342  in  1982  and  $292,686  in 
1983.  Employees  are  also  covered  by  the  federal  Social  Security 
system. 

The  state's  policy  is  to  fund  accrued  pension  costs.  At 
June  30,  1982  the  Public  Employees'  Retirement  System  was  deter- 
mined to  be  actuarially  sound.  The  unfunded  past  service  costs 
and  the  actuarially  computed  value  of  vested  benefits  were  not 
available    for    members    of    the    plan    employed    by    the    department. 

3.  CERTIFICATES   OF   PURCHASE 

Certificates  of  purchase  held  by  the  Department  of  State 
Lands  represent  notes  receivable  on  contract  land  sales.  Under 
the  purchase  agreements  the  state  of  Montana  retains  title  to  the 
land  until  the  contract  payments  are  completed.  In  the  event  a 
buyer  defaults  on  the  contract  the  land  reverts  to  the  state  and 
the  buyer  forfeits  all  payments  that  have  been  made.  The  certifi- 
cates of  purchase  typically  have  a  term  of  33  years  and  bear 
interest  at  the  rate  of  5  percent  per  annum.  Certificates  issued 
after  1975  bear  interest  at  a  rate  established  annually  by  the  state 
Board  of  Land   Commissioners. 

The  amounts  reported  in  the  accompanying  financial  statements 
are  gross  amounts  receivable  without  allowance  for  losses  due  to 
default.       The    department    has    no    readily    available    record    of    the 
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default    rate    on    land    sales    but    believes    losses    have    been    minimal 
and  does   not  anticipate  significant  losses   in  the  future. 

4.  DEFERRED  GAINS  AND  LOSSES 

In  order  to  improve  the  investment  portfolio  of  the  Department 
of  State  Lands,  the  Montana  Board  of  Investments,  from  time  to 
time,  sells  one  security  and  buys  another,  usually  one  with  a 
higher  interest  rate.  Such  sales  of  securities  usually  result  in  a 
gain  or  loss,  most  often  a  loss.  Losses  incurred  in  such  sales 
should  be  recovered  by  the  higher  interest  rates  of  the  new  secu- 
rities purchased.  Sales  of  securities  with  an  immediate  purchase 
of  a  new  security  are  referred  to  as  bond   swaps. 

For  purposes  of  income  distribution  the  department  accounts 
for  gains  and  losses  incurred  from  bond  swaps  on  the  deferral 
method  whereby  such  gains  or  losses  are  not  recognized  when 
securities  are  sold  but  are  amortized  over  the  life  of  the  security 
sold  or  the  security  purchased,  whichever  is  shorter.  Generally 
accepted  accounting  principles  require  that  gains  and  losses  on  the 
sale  of  securities  be  recognized  at  the  time  of  sale  (completed 
transaction  method). 

Total  deferred  losses  approximated  $7.9  million  at  June  30, 
1983.  Since  the  department  distributes  all  interest  income  net  of 
the  losses  recognized  in  the  current  year,  there  has  been  a  distri- 
bution of  the  permanent  trust  fund  corpus  of  $7.9  million.  This 
distribution  of  the  corpus  does  not  violate  Article  X  of  the  Constitu- 
tion as  found  by  the  Montana  Supreme  Court  in  ruling  j£i  Re 
Montana  Trust  and   Legacy   Fund,    338  p. 2d   366  (1946). 

5.  LEASES 

Operating  units  of  the  department  are  involved  in   lease  agree- 
ments for  equipment  and  office  space.      Lease  payments  are  expensed 
against  current  operations  until  a  decision  is  made  to  either  purchase 
the  leased   item  or  cancel  the  lease.      Future  minimum   rental   payments 
required     under    operating     leases     that     have    initial    or    remaining 
noncanceilable  lease  terms  are: 
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For  Fiscal  Year 
Ended  June  30  Minimum  Payment 

1984  $109,209 

1985  20,804 

1986  49,778 

1987  -0- 

1988  -0- 
After  1988  -0- 
Total  Minimum 

Payment  Required  $179,791 


6.  TRANSFER   OF    FORESTRY   DIVISION 

The  Forestry  Division  was  transferred  from  the  Department  of 
Natural  Resources  and  Conservation  to  the  Department  of  State 
Lands,  as  of  July  ^,  1981,  as  a  result  of  Senate  Bill  258,  passed 
in  the  1981  Legislative  Session.  Due  to  this  action  $1,028,628  is 
shown  as  a  transfer  on  the  Combined  Statements  of  Revenues, 
Expenditures,  and  Changes  in  Fund  Balances  -  All  Governmental 
Fund  Types  for  the  fiscal   year  ended  June  30,    1982. 

7.  CHANGE  IN  ACCOUNTING  PROCEDURES  FOR  LAND  SALES 

The  department  changed  its  method  of  accounting  for  land 
sales  in  fiscal  year  1983  from  the  deferral  method  to  the  completed 
transaction  method.  The  department  determined  the  deferral 
method  was  incorrect  and  the  completed  transaction  method  should 
be  used  to  conform  to  Accounting  Research  Bulletin  No.  43.  This 
resulted  in  an  increase  to  fund  balance  of  $527,355  in  the  General 
Fund,  $32,904  in  the  Capital  Projects  Fund,  and  $710,967  in  the 
Trust  and  Agency   Fund. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS 

FISCAL  YEAR  1983 


Granting  Agency 


Grant  // 


Total 
of  Grant 


Fiscal  Year 
83  Receipts 


Department  of  Interior 
Office  of  Surface  Mining 
Klein  Reclamation 
Heal  Project 
National  Inventory 
AML  Administration 
Federal  Reclamation  A&E 
AML  Construction  #1 
AML  Construciton  #2 
Environmental  Impact 
Total 


C7000035 

C7000033 

C5101118 

G-512-7301 

G-512-3301 

G-512-7302 

G-513-7302 

C-512-9301 


$  144,644 

79,535 

67,780 

1,117,820 

883,633 

5,654,197 

3,513,040 

154,500 


?   38,096 

15,329 

(11,360) 

1,100,000 

540,000 

398,000 

-0- 
154,500 
2,234,565 


Department  of  Agriculture 
U.S.  Forest  Service 

Rural  Community  Fire  Protection 
Resource,  Conservation,  &  Development 
Consolidation  Grant 
Forestry  Incentive  Program 
Agriculture  Conservation  Program 
Total 
Grand  Total 


Rl-83-0014 

61,500 

56,500 

RI-83-0012 

10,000 

10,000 

RI-83-0015 

441,650 

441,650 

RI-83-0011 

6,000 

4,090 

RI-83-0013 

18,600 

18,600 

530,840 
$2,765,405 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS 

FISCAL  YEAR  1982 


Granting  Agency 

Department  of  the  Interior 
Office  of  Surface  Mining 

Sand  Coulee  Reclamation 

Belt  Creek 

Klein  Reclamation 

Pilgerm  Project 

Heal  Project 

National  Inventory 

Lands  Unsuitable 

Abandoned  Mine 

Federal  Reclamation 
Total 


Grant  // 


C7000029 
C7000030 
C7000035 
C7000034 
C7000033 
C5101118 
G5192010 
G5117301 
G5113013 


Total 
of  Grant 


$121,487 

38,690 

144,664 

50,570 

64,206 

67,780 

150,966 

273,926 

765,272 


Fiscal  Year 
82  Receipts 


$  39,343 

9,918 

74,664 

26,853 

44,206 

32,780 

22,304 

173,926 

480,272 

$904,266 


Department  of  Agriculture 
U.S.  Forest  Service 

Resource,  Conservation,  &  Development 

Forest  Pest 

URBAN  Forestry 

Forest  Inventory 

Resource  Planning  Assistance 

Cooperative  Forest  Management 

Agriculture  Conservation  Program 

Fire  Management 

Rural  Community  Fire  Protection 

Tree  Improvement 

Forestry  Incentive  Program 
Total 
Grand  Total 


RI-82--005 

$  12,000 

$   12,000 

RI-82-0006 

37,100 

32,100 

RI-82-0007 

10,915 

2,000 

RI-82-0008 

20,000 

RI-82-0009 

10,000 

RI-82-0010 

95,985 

70,000 

RI-82-0011 

19,400 

12,000 

RI-82-0012 

249,900 

249,900 

RI-82-0013 

62,000 

20,000 

RI-82-0014 

16,000 

9,000 

RI-82-0015 

4,500 

3,000 

410,000 

$1,314,266 
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AGENCY    REPLIES 


DEPARTMENT  OF  STATE  LANDS 


TED  SCHWINDEN.  C30VERN0R 


CAPITOL  STATION 


STATE  OF  MONTANA 


(406)  449-2074 

(406)  449-4S60  RECLAMATION  DIVISION 


(406)  449  2711  ENVIRONMENTAL  ANALYSIS  BUREAU 


1625  ELEVENTH  AVENUE 
HELENA,  MONTANA  59620 


1539  ELEVENTH  AVENUE 
HELENA.  MONTANA  59620 


November  4,  1983 


Robert  R.  Ringwood 
Legislative  Auditor 
State  Capitol 
Helena,  MI  59620 


Dear  Mr.  Ringwood: 

Enclosed  you  wi 
of  the  Department  of 
Development  Program, 
recommendations,  the 
of  the  report.  Thes 
staff.  Since  these 
the  Department's  res 
further  use  in  pursu 


Sincerel 


11  find  the  Department's  responses  to  the  financial  audit 
State  Lands  and  the  program  audit  of  the  Resource 
While  the  Department  concurred  on  the  majority  of  the 
Department  still  has  factual  disagreement  with  the  text 
e  disagreements  were  brought  to  the  attention  of  your 
factual  disagreements  did  not  for  the  most  part  affect 
ponses  to  the  recommendation,  we  felt  there  would  be  no 
ing  the  disagreements. 


Dennis  Hemmer,  Commissioner 
Department  of  State  Lands 


jc 
Enclosure 
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Recommendation  1 

The  Department  does  not  concur.  The  objectives  for  resource  development 
projects  are  clearly  outlined  in  statute.  The  projected  rate  of  return  and  pay- 
back period  are  presented  to  the  Board  of  Land  Commissioners  for  each  project 
considered. 

Recommendation  2 

A.  The  Department  concurs.  Although  administrative  costs  for  an  actual 
project  are  insignificant. 

B.  The  Department  concurs.  The  Department  presently  evaluates  actual 
results  of  projects  and  follows  the  statutory  guidelines. 

C.  The  Department  concurs.   Investments  are  now  recovered  in  a  timely 
manner. 

Recommendation  3 

A.  The  Department  conditionally  concurs.  The  1985  budget  request  will 
place  the  geologist  in  the  Land  Administration  Division  budget. 

B.  Same  response  as  A. 
Recommendation  4 

A.  The  Department  does  not  concur.  The  action  requested  is  done  by  Board 
of  Land  Commissioners  motion.  At  the  end  of  the  current  biennium  the 
percentage  will  be  uniform  between  the  Common  School  and  Endowments 
Accounts. 

B.  The  Department  does  not  concur.  The  intent  of  the  program  and  sound 
land  management  are  in  conflict  with  the  statutory  direction.  The 
Department  will  request  statutory  clarification. 

Recommendation  5 

A.  The  Department  conditionally  concurs.  Since  this  recommendation  impacts 
other  agencies  greater  than  it  does  State  Lands,  the  introduction  of 
such  legislation  would  need  the  concurrence  of  the  other  agencies. 

B.  The  Department  does  not  concur.  Ensuring  that  the  information  for  land 
owned  by  other  agencies  is  complete  and  accurate  is  the  responsibility 
of  the  other  agencies.  Refer  to  Recommentation  #29  of  the  OLA  program 
audit  for  June  1983. 

Recommendation  6 

The  Department  concurs. 
Recommendation  7 

The  Department  concurs.  This  is  currently  being  done. 
Recommendation  8 


The  Department  concurs, 
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Recommendation  9 

The  Department  concurs. 
Recommendation  10 

The  Department  conditionally  concurs.  The  Department  is  presently  automating 
this  and  other  systems  which  will  automatically  generate  such  notices. 

Recommendation  11 

The  Department  concurs.  The  Department  is  currently  using  the  Contingent 
Revolving  Fund  in  accordance  with  State  policy. 

Recommendation  12 

The  Department  concurs. 

Recommendation  13 

A.  The  Department  concurs.  This  issue  has  been  corrected. 

B.  The  Department  concurs.  This  issue  has  been  corrected. 
Recommendation  14 

A.  The  Department  concurs.  This  issue  has  been  corrected. 

B.  The  Department  concurs.  This  issue  has  been  corrected. 
Recommendation  15 

The  Department  concurs.  A  program  has  been  instituted  to  correct  this  problem. 
Recommendation  16 

The  Department  concurs.  This  issue  has  been  resolved. 
Recommentation  17 

The  Department  concurs. 
Recommendation  18 

The  Department  conditionally  concurs.  The  Department  will  explore  other  avenues 
for  fire  funding  with  the  Office  of  Budget  and  program  planning  and  the  Legislative 
Fiscal  Analyst. 

Recommendation  19 

The  Department  concurs. 
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DEPARTMENT  OF  ADMINISTRATION 

DIRECTOR'S  OFFICE 


TED  SCHWINDEN,  GOVERNOR 


MITCHELL  BUILDING 


STATE  OF  N^NTANA' 


(406)  444-2032 


HELENA,  MONTANA  59620 


November  1,  1983 


Robert  Ringwood 
Legislative  Auditor 
Capitol  Station 
Helena,  MT   59620 

Dear  Mr.  Ringwood: 
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In  accordance  with  your  request,  we  submit  the  following  response  to  the 
recommendation  included  in  the  recently  completed  audit  report  for  the 
Department  of  State  Lands. 

RECOMMENDATION 

We  recommend  the  Department  of  Administration  account  for 
gains  and  losses  on  bond  swaps  as  completed  transactions  in 
the  year  incurred  in  accordance  with  generally  accepted 
accounting  principles. 

RESPONSE 

Do  not  concur.   The  National  Council  on  Governmental 
Accounting  (NCGA)  recently  authorized  use  of  the  deferral 
method  in  pension  funds.   However,  the  question  of  whether  or 
not  deferral  and  amortization  is  permissable  for  other  fund 
types,  such  as  those  used  by  the  Department  of  State  Lands, 
has  not  yet  been  addressed.   This  item  is  on  NCGA's  technical 
agenda  for  future  consideration  and  action.   We  prefer  to 
account  for  gains  and  losses  on  bond  swaps  in  accordance  with 
the  deferral  method  until  results  of  that  study  are  received, 
otherwise  we  may  be  forced  to  reverse  our  action,  which  would 
cause  confusion. 


Sincerely, 


'7 '7 


Morris  Brusett 
Director 
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